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EXECUTIVE  SUMMARY 


INTRODUCTION 

The  Prospective  Payment  Assessment  Commission  (ProPAC)  was 
created  to  assist  Congress  and  the  Secretary  of  the  Depart- 
ment of  Health  and  Human  Services  in  the  monitoring  and 
updating  of  the  prospective  payment  system  (PPS) .  ProPAC 
submits  three  annual  reports  to  Congress.  In  addition, 
Congress,  from  time  to  time,  requires  ProPAC  to  prepare 
reports  on  topics  of  particular  interest.  In  this  report  to 
Congress,  ProPAC  provides  its  views  on  the  regulatory 
adjustments  made  by  the  Secretary  for  fiscal  year  1989. 

The  Commission  has  examined  numerous  areas  in  PPS  policy  to 
promote  the  optimal  functioning  of  the  system.  Areas  of 
concern  were  brought  to  the  attention  of  Congress  and  the 
Secretary.  We  believe  that  the  Secretary  has  made  important 
improvements  to  PPS.  In  addition,  we  appreciate  the  coopera- 
tion of  the  Secretary  and  his  staff  in  working  with  us  on 
many  of  these  improvements.  For  instance,  this  collaborative 
relationship  led  to  improvements  in  outlier  payment  policy 
beginning  in  fiscal  year  1989.  Further,  over  the  past 
several  years,  the  Secretary  has  implemented  many  of  the 
Commission's  recommendations.  These  changes  include  improv- 
ing the  area  wage  index,  clarifying  the  sole  community 
hospital  volume  exception  criteria,  improving  case-mix 
measurement,  and  eliminating  use  of  patient  age  in  defining 
DRGs. 

In  addition,  Congress  legislated  several  of  the  Commission's 
recommendations.  These  include  separate  update  factors  for 
excluded  hospitals  and  distinct-part  units,  improvements  in 
payment  policy  for  rural  hospitals,  annual  recalibration  of 
DRG  weights,  and  peer  review  organization  review  of  out- 
patient surgery. 

In  general,  the  Commission  is  pleased  with  the  Secretary's 
willingness  to  work  with  us  to  improve  the  prospective 
payment  system.  However,  we  have  a  number  of  concerns 
regarding  the  Secretary's  rejection  of  some  of  our  recommen- 
dations. In  addition,  the  Commission  is  troubled  that  the 
Secretary  is  no  longer  providing  technical  information  in 
various  areas  that  could  contribute  to  the  improvement  of 
PPS.  While  several  provisions  in  the  regulations  were 
legislated  by  Congress,  we  continue  to  believe  that  the 
Secretary  serves  an  important  role  in  contributing  to 
research  in  these  areas. 

The  remainder  of  this  section  highlights  some  of  these  PPS 
payment  issues. 
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UPDATE  FACTOR  AND  PAYMENT  AMOUNTS 

In  the  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA  1987) , 
Congress  legislated  the  amount  of  increase  in  payment  rates  for 
fiscal  years  1989  and  1990.  For  fiscal  year  1989,  the  PPS  update 
factors  were  market  basket  minus  1.5  percent  for  hospitals  located 
in  rural  areas,  market  basket  minus  2.0  percent  for  hospitals 
located  in  large  urban  areas,  and  market  basket  minus  2.5  percent 
for  hospitals  located  in  other  areas.  The  increase  in  the  target 
rate  for  PPS  excluded  hospitals  and  distinct-part  units  was  equal 
to  the  market  basket.  The  Secretary  recommended  update  factors 
consistent  with  the  level  legislated  by  Congress. 

For  fiscal  year  1989,  the  Administration  and  the  Congress  reached 
an  agreement  on  a  budget-wide  deficit  reduction  proposal,  including 
the  PPS  update  factor.  The  Commission  does  not  believe  that  the 
existence  of  this  agreement  suspends  its  mandate  to  provide 
independent  judgment  about  the  appropriate  update  factor. 
Therefore,  we  have  continued  to  use  the  same  process  and  consistent 
methodology  to  derive  an  update  recommendation. 

The  following  table  compares  the  Commission's  recommendation  with 
update  amounts  legislated  by  Congress.  The  most  recent  market 
basket  forecast  available  is  5.4  percent.  At  the  time  the 
Commission  issued  its  recommendation,  the  market  basket  forecast 
was  5.1  percent. 


COMPARISON  OF  COMMISSION'S  RECOMMENDATION  AND  OBRA  1987 
UPDATE  FACTOR  FOR  FISCAL  YEAR  1989 


ProPAC • s 
RECOMMENDATION 

(Percent) 


OBRA  1987  INCREASE 
for  FY  1989 

(Percent) 


INCREASE   IN  PPS  PRICES 


Average  Increase 


4.2 


3.3 


All  Urban 
Large  Urban 
Other  Urban 


4 . 1 

n/a 
n/a 


n/a 
3.4 
2.9 


Rural 


4.9 


3  .  9 
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ADJUSTMENTS  TO  THE  PPS  PAYMENT  FORMULA 

The  prospective  payment  rate  is  adjusted  to  account  for  costs 
such  as  the  indirect  costs  attributed  to  approved  medical 
education  programs  and  the  costs  incurred  by  hospitals 
serving  a  disproportionate  share  of  low-income  patients. 

Indirect  Teaching  and  Disproportionate  Share  Adjustments 

The  Commission  recommended  that  indirect  teaching  and 
disproportionate  share  adjustments  should  be  re-estimated 
using  the  most  recent  cost  data  available.  We  believe  the 
Secretary  should  support  further  research  efforts  to  improve 
measurement  of  these  and  other  sources  of  hospital  cost 
variations . 

The  Secretary  indicated  support  for  further  research  efforts 
to  improve  the  measurement  of  hospital  cost  variations. 
However,  he  stated  that  this  is  a  lower  priority  than  other 
studies  and  cited  that  these  adjustment  factors  are  set  by 
law  and  he  has  no  discretion  to  change  them. 

The  Commission  is  disappointed  by  the  Secretary's  response 
to  this  recommendation.  The  Commission  encouraged  the 
Secretary  to  undertake  review  and  analysis  of  the  relation- 
ship between  teaching  commitment  and  service  to  the  poor  and 
Medicare  costs.  The  Commission  believes  it  is  important  that 
Congress  have  the  results  of  careful  analysis  to  assist  its 
decision-making  process. 

Labor  Market  Definitions 

The  Commission  recommended  that  the  Secretary  adopt  improved 
definitions  of  hospital  labor  market  areas  for  rural  and 
urban  areas.  The  definition  should  distinguish  between  the 
central  portion  of  the  Metropolitan  Statistical  Area  (MSA) 
and  the  outlying  portion  of  the  MSA,  and  between  urbanized 
and  other  rural  areas. 

The  Secretary  rejected  this  recommendation,  stating  that 
defining  labor  market  areas  on  the  basis  proposed  by  ProPAC 
would  create  administrative  problems.  In  addition,  the 
Secretary  raised  several  concerns  including  the  Census 
Bureau's  definition  of  urbanized  areas,  and  the  accuracy  with 
which  hospitals  would  be  assigned  to  urbanized  areas. 
Finally,  the  Secretary  stated  that  the  indirect  teaching  and 
disproportionate  share  adjustments  would  have  to  be  recalcu- 
lated if  this  recommendation  was  adopted  because  the  Secre- 
tary believes  that  wage  differentials  are  highly  correlated 
with  these  adjustments. 
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The  Commission  agrees  that  the  boundaries  are  not  widely- 
known  and  recognized.  However,  we  continue  to  believe  the 
improvement  in  payment  equity  achieved  by  grouping  hospitals 
that  face  similar  market  conditions  and  have  similar  wages 
far  outweighs  the  administrative  costs  of  having  hospitals 
learn  about  urbanized  area  definitions.  Finally,  the 
Commission  disagrees  that  indirect  teaching  and  dispropor- 
tionate share  adjustments  at  the  hospital  level  are  suffi- 
cient to  correct  for  deficiencies  in  the  labor  market 
definitions.  However,  if  the  Secretary  believes  these 
adjustments  are  highly  correlated  with  wage  differentials, 
the  Commission  encourages  the  Secretary  to  conduct  research 
to  support  potential  changes  in  hospital-level  adjustments. 

Area  Wage  Index 

The  Secretary  proposed  using  the  current  methodology  to 
compute  the  wage  index  for  use  in  fiscal  year  1989,  but  to 
base  it  solely  on  1984  wage  data.  In  the  final  rule,  the 
Secretary  continued  to  use  a  blend  of  1982  and  1984  wage 
data,  with  certain  corrections. 

The  Commission  recommended  in  1987  that  the  Secretary  should 
periodically  update  the  hospital  wage  information  used  to 
construct  the  index  to  improve  the  equity  of  PPS  payments. 
In  addition,  the  updated  information  should  use  data  on  wages 
and  hours  of  employment  by  hospital  occupational  categories. 
The  Commission  is  concerned  that  the  1984  data  are  becoming 
obsolete.  The  Commission  is  pleased,  however,  that  Congress 
legislated  the  intent  of  this  recommendation  in  OBRA  1987. 
The  Secretary  is  required  to  recompute  the  wage  indices  not 
later  than  October  1,  1989.  The  indices  will  be  based  on  a 
survey  of  PPS  hospitals  and,  to  the  extent  feasible,  measure 
earnings  and  paid  hours  of  employment  by  occupational 
category. 


PAYMENT  FOR  OUTLIER  CASES 

The  Commission  recommended  that  the  Secretary  modify  outlier 
payment  policy  to  protect  hospitals  more  adequately  from  the 
risk  of  extremely  costly  cases.  To  achieve  this  result,  the 
Secretary  should  place  greater  emphasis  on  cost  outlier 
cases.  The  Commission  also  recommended  that  hospital- 
specific  cost-to-charge  ratios  be  used  to  adjust  charges  for 
the  purposes  of  computing  cost  outlier  payments.  In  addi- 
tion, the  Commission  recommended  increasing  outlier  contribu- 
tions to  the  maximum  of  6  percent  of  total  projected  PPS 
payments . 

The  Commission  is  pleased  that  the  Secretary  adopted  most  of 
the    recommended    changes    in    outlier    payment    policy.  The 
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Commission  believes  that  these  changes  will  more  accurately 
reflect  the  resources  hospitals  use  to  treat  extraordinarily 
expensive  cases.  The  Commission  believes  the  set-aside 
amount  should  be  increased  to  6  percent.  However,  the 
Commission  understands  that  projected  outlier  payments  will 
exceed  the  5.1  percent  set-aside  by  one  percent  as  a  result 
of  implementation  of  catastrophic  legislation. 


RECALIBRATION 

The  Commission  recommended  that  the  DRG  weights  be  annually 
recalibrated  on  the  basis  of  costs  rather  than  charges.  In 
addition,  the  Commission  recommended  that  the  Secretary 
verify  the  accuracy  and  timeliness  of  the  cost  report  data 
and  implement  changes  as  necessary. 

The  Secretary  stated  that  time  constraints  preclude  the 
adoption  of  ProPAC • s  recommendation  for  fiscal  year  1989. 
However,  the  Secretary  plans  to  examine  the  feasibility  of 
developing  cost-based  weights  for  fiscal  year  1990.  In 
addition,  the  Secretary  supports  the  Commission's  desire  to 
improve  the  accuracy  of  cost  report  data,  but  expressed 
concern  about  the  feasibility  of  additional  improvements  in 
timeliness  of  cost  report  data  because  of  the  need  to  audit 
these  reports. 


INPATIENT  CLASSIFICATION  AND  CASE-MIX  MEASUREMENT 

The  Commission  recommended  that  the  Secretary  continue  to 
refine  the  DRGs  to  improve  the  equity  of  hospital  payments 
and  to  update  the  DRGs  to  account  for  changing  technology. 
The  Commission  also  believes  that  the  Secretary  should 
consider  the  use  of  temporary,  technology-specific  DRGs 
whenever  assignment  to  existing  DRGs  is  not  appropriate. 

The  Secretary  stated  his  commitment  to  further  DRG  refine- 
ment. The  Commission  is  aware  of  the  Secretary's  research 
related  to  improvements  in  case-mix  measurement  through 
refinements  in  the  use  of  complications  and  comorbidities. 
The  Commission  hopes  the  Secretary  will  consult  with  us  in 
the  development  of  new  policies  as  the  results  of  this 
research  becomes  available. 

The  Secretary  again  opposes  the  use  of  technology-specific 
DRGs.  The  Commission  believes  that  the  use  of  such  DRGs  is 
a  valuable  alternative  under  certain  circumstances  when  no 
existing  DRG  is  appropriate  for  the  new  technology.  In 
addition,  this  approach  would  maintain  the  clinical  coherence 
of  existing  DRGs. 
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Furthermore,  the  Commission  recommended  that  the  Secretary- 
reassign  cases  from  DRG  468  to  existing  surgical  DRGs  using 
secondary  rather  than  principal  diagnoses.  The  Secretary 
rejected  this  recommendation.  However,  the  Secretary  created 
two  new  DRGs  to  address  some  of  the  problems  in  DRG  468. 

The  Commission  believes  that  the  Secretary's  approach 
represents  an  improvement  over  current  policy.  Our  analysis 
of  average  resource  use  indicates  that  the  new  DRGs  are  more 
homogeneous  than  DRG  468.  However,  the  Commission  believes 
that  the  Secretary  should  reexamine  his  reasons  for  rejecting 
ProPAC's  recommendation,  as  a  substantial  number  of  cases 
will  continue  to  be  assigned  to  DRG  468. 


EVALUATION  OF  PEER  REVIEW  AND  QUALITY  OF  CARE 

The  Commission  recommended  that  the  Secretary  review  and 
synthesize  the  findings  of  peer  review  organizations  (PROs) 
over  the  past  four  years.  A  major,  comprehensive  evaluation 
of  PROs  and  their  impact  on  quality  of  care  should  follow. 

The  Secretary  agrees  in  principle,  but  does  not  believe  that 
such  a  study  is  feasible  given  the  transitional  nature  of  the 
PRO  program  during  the  targeted  time  period.  While  the 
Commission  agrees  that  there  are  limitations  in  available 
data,  such  an  evaluation  is  nevertheless  necessary  and  should 
be  conducted  as  soon  as  possible. 
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INTRODUCTION 


When  Congress  enacted  the  prospective  payment  system  (PPS) 
in  Public  Law  98-21,  it  also  created  the  Prospective  Payment 
Assessment  Commission  (ProPAC) .  ProPAC's  responsibilities 
relate  to  monitoring  and  updating  PPS .  ProPAC  is  required 
to  submit  three  annual  reports.  A  report  submitted  in  March 
to  the  Secretary  of  the  Department  of  Health  and  Human 
Services  (HHS)  contains  the  Commission's  recommendations  on 
updating  Medicare  prospective  payments  and  modifying  diag- 
nosis-related group  (DRG)  classification  and  weighting 
factors.  A  report  to  Congress  in  June  provides  information 
on  a  wide  range  of  changes  in  health  care  delivery  and 
financing  and  examines  the  impact  of  PPS  on  the  American 
health  care  system.  A  report  to  Congress  in  November 
evaluates  the  adjustments  to  PPS  made  by  the  Secretary  in 
regulations.  Congress  also  requires  ProPAC,  from  time  to 
time,  to  prepare  reports  on  topics  of  particular  interest. 
Recent  mandated  reports  include  evaluation  of  occupancy- 
adjusted  capital  payments  and  separate  updates  for  hospitals 
in  large  urban  and  other  urban  areas. 

Seventeen  Commissioners  serve  on  ProPAC.  They  are  appointed 
by  the  Director  of  the  Office  of  Technology  Assessment  and 
serve  three  year  terms.  The  Commission  is  assisted  by  a 
full-time  staff  of  up  to  26  employees.  The  Commission  holds 
scheduled  public  meetings  and  invites  individuals  or  groups 
to  attend  and  participate. 

This  report  provides  the  Commission's  views  on  the  regulatory 
adjustments  to  PPS  made  by  the  Secretary  for  fiscal  year 
1989.  The  recommendations  made  to  the  Secretary  in  our  March 
1988  report  were  considered  by  the  Secretary,  as  required  by 
the  statute.  The  Secretary's  response  to  ProPAC's  recommen- 
dations were  described  in  the  Notice  of  Proposed  Rulemaking 
(NPRM)   issued  May  27,  1988. 

During  the  public  comment  period,  ProPAC  submitted  specific 
comments  on  the  NPRM,  in  a  letter  to  William  Roper,  M.D.,  the 
Administrator  of  the  Health  Care  Financing  Administration 
(HCFA)  of  HHS.  On  September  30,  1988  final  regulations  were 
promulgated  by  the  Department.  These  regulations,  in 
general,  are  effective  for  discharges  or  cost  reporting 
periods  occurring  on  or  after  October  1,  1988. 

Appendixes  to  this  report  contain  a  summary  of  the  final 
fiscal  year  1989  regulatory  changes,  a  comparison  of  the 
Commission's  March  1988  recommendations  and  the  provisions 
of  the  proposed  and  final  regulations,  changes  in  DRG  weights 
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between  fiscal  year  1988  and  1989,  and  biographical  sketches 
of  the  Commissioners. 


CHANGES  FOR  FISCAL  YEAR  1989 


UPDATE  FACTOR  AND  PAYMENT  AMOUNTS 

In  the  early  years  of  PPS,  the  Secretary  was  required  to 
update  both  the  PPS  hospitals'  rates  and  the  target  rate  of 
increase  for  hospitals  and  hospital  units  excluded  from  PPS. 
In  the  Omnibus  Budget  Reconciliation  Act  of  1986  (OBRA  1986) , 
Congress  assumed  authority  to  update  these  rates.  The 
Secretary  is  required  to  recommend  an  update  factor  to 
Congress.  The  Secretary  is  required  to  publish  the  proposed 
update  recommendation  by  May  1,  and  the  final  update  recom- 
mendation by  September  1. 

The  Secretary  recommended  an  update  factor  consistent  with 
the  update  factors  determined  by  Congress  in  OBRA  1987.  The 
update  factors  were  market  basket  minus  1.5  percent  for 
hospitals  located  in  rural  areas,  market  basket  minus  2.0 
percent  for  hospitals  located  in  large  urban  areas,  and 
market  basket  minus  2.5  percent  for  hospitals  located  in 
other  urban  areas.  The  Secretary's  final  recommendation  did 
not  differ. 

The  final  rule  includes  the  fiscal  year  1989  update  factor 
legislated  as  part  of  OBRA  1987.  Based  on  the  most  recent 
market  basket  forecast  available,  the  update  averages  3.3 
percent.  It  is  3.4  percent  for  hospitals  in  large  urban 
areas,  2.9  percent  for  other  urban  hospitals,  and  3.9  percent 
for  rural  hospitals. 

For  fiscal  years  1988  and  1989,  the  Administration  and  the 
Congress  reached  agreement  on  a  budget-wide  deficit  reduction 
proposal,  including  a  PPS  update  factor.  The  Commission  does 
not  believe  that  this  agreement  suspends  its  mandate  to 
provide  independent  judgment  about  the  appropriate  update 
factor.  Therefore,  we  have  continued  to  use  the  same  process 
and  consistent  methodology  to  arrive  at  an  update  recommenda- 
tion. 

The  Commission's  update  factor  recommendation,  based  on  the 
market  basket  forecast  in  the  final  rule,  averages  4.2 
percent,  4.1  percent  for  urban  hospitals  and  4.9  percent  for 
rural  hospitals.     (See  the  following  table.) 
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Increase  in  PPS  Prices  for  Fiscal  Year  1989  Under 
Commission  Recommendations  as  Modified  June  1988 


Adjustment  to  level  of  standardized  amounts 

Urban  -1.2 

Rural   -0 .  4 

Average  adjustment  to  standardized  amounts  -1.1 

Fiscal  Year  1989  Update  Factor 

Fiscal  year  1989  market  basket  forecast   5.4* 

Correction  for  fiscal  year  1988  forecast  error   0.0 

Components  of  discretionary  adjustment  factor 

Scientific  and  technological  advancement   0.5 

Productivity   -0.5 

Site  substitution   0.0 

Real  case-mix  change  in  fiscal  year  1988 

DRG  case-mix  index   0.9 

Within  DRG  patient  complexity   0.5 

Total  discretionary  adjustment  factor   1.4 

Estimated  total  change  in  case-mix  index 
for  fiscal  year  1988     (DRG  weights  adjusted 

after  recalibration)   -1.5 

Subtotal:     Update  and  case-mix  adjustment   5.3 


Total  change  in  PPS  prices 

Urban  4.1* 

Rural  4.9* 

Average  total  change  in  PPS  prices  4.2* 


*  The  Commission's  March  Report  Recommendation,  as  modified  in  June 
has  been  amended  to  include  the  5 . 4  percent  market  basket 
forecast  used  in  final  rule. 
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PPS  IN  PUERTO  RICO 

In  the  final  rule,  the  Secretary  reports  receiving  a  comment 
suggesting  a  change  in  prospective  payments  to  Puerto  Rico 
hospitals.  In  particular,  the  commenter  suggested  that  the 
split  between  labor  and  nonlabor  costs  used  in  determining 
the  PPS  standardized  amounts  is  inappropriate  for  Puerto 
Rico,  where  labor  costs  represent  a  smaller  portion  of  total 
costs.  The  Commission  has  received  similar  correspondence 
and  is  pleased  that  the  Secretary  plans  to  investigate  this 
issue. 

TARGET  RATE  OF  INCREASE  FOR  EXCLUDED  HOSPITALS  AND  UNITS 

As  stated  earlier,  the  Secretary  recommended  an  increase  in 
the  target  rate  for  excluded  hospitals  and  units  that  was 
consistent  with  that  legislated  by  Congress  in  OBRA  1987. 
The  increase  is  equal  to  the  full  market  basket  forecast,  or 
5.4  percent. 

This  action  is  consistent  with  the  Commission's  recommenda- 
tion for  a  target  rate-of-increase  separate  from  the  PPS 
update  factor.  However,  the  Commission  recommended  that  the 
rate  of  increase  for  psychiatric,  rehabilitation,  and  long- 
term  care  hospitals  and  distinct  part  units  should  reflect 
the  increase  in  the  market  basket  for  these  hospitals 
corrected  for  forecast  errors.  The  Commission  encourages  the 
Secretary  to  continue  his  work  on  developing  separate  market 
baskets  for  these  facilities. 

The  Commission  also  recommended  that  the  target  rate-of- 
increase  for  children's  hospitals  and  distinct-part  units 
should  reflect  the  increase  in  the  hospital  market  basket  for 
PPS  hospitals,  corrected  for  forecast  errors.  This  increase 
would  equal  the  5.4  percent  market  basket  forecast. 


ADJUSTMENTS  TO  THE  PPS  PAYMENT  FORMULA 

In  addition  to  the  prospective  payment  rate,  Medicare 
payments  are  adjusted  to  reflect  certain  additional  costs. 
For  instance,  the  rates  are  adjusted  to  account  for  the 
indirect  costs  attributed  to  approved  medical  education 
programs  and  the  costs  incurred  by  hospitals  serving  a 
disproportionate  share  of  low-income  patients.  These 
adjustments  are  mandated  by  statute,  as  is  the  amount  of  the 
adjustment.  In  addition,  rates  are  adjusted  to  account  for 
hospitals'  wages  based  on  location.  The  Commission's  views 
on  these  and  other  issues  are  summarized  below. 
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Indirect  Teaching  and  Disproportionate  Share  Adjustments 

Additional  payments  for  a  hospital's  indirect  teaching  costs 
are  based  on  a  formula  that  increases  on  a  variable  (or 
curvilinear)  basis  with  the  ratio  of  the  number  of  interns 
and  residents  to  its  bed  size.  The  adjustment  factor  is 
approximately  7.7  percent  for  each  0 . 1  in  the  ratio.  The  7.7 
percent  adjustment  is  effective  for  discharges  occurring 
between  October  1,   1988  and  before  October  1,  1990. 

The  amount  of  the  disproportionate  share  adjustment  is  based 
on  hospitals'  bed  size  and  location.  Payments  are  increased 
by  a  specific  formula  for  urban  PPS  hospitals  with  more  than 
100  beds  and  rural  hospitals  with  at  least  500  beds  that  have 
at  least  15  percent  low-income  patients.  OBRA  1987  elimina- 
ted the  15  percent  cap  on  such  payments.  For  urban  hospitals 
with  100  beds  or  more  that  receive  at  least  3  0  percent  of  net 
inpatient  revenues  from  State  and  local  governments  for  the 
care  of  indigent  patients,  the  prospective  payment  rate  is 
increased  by  approximately  2  5  percent. 

The  Commission  recommended  that  the  costs  of  teaching  and 
serving  a  disproportionate  share  of  low-income  patients  be 
recognized  through  the  use  of  data-based  adjustments  to 
hospital  PPS  payments.  The  Commission  believes  that  the 
Secretary  should  support  further  research  efforts  to  improve 
measurement  of  the  sources  of  hospital  cost  variation.  While 
the  Secretary  supports  further  research,  he  stated  that  it 
was  a  low  priority  since  these  adjustment  factors  are  set  by 
law. 

The  Commission  is  disappointed  by  the  Secretary's  response 
to  this  recommendation.  The  Commission  encourages  the 
Secretary  to  undertake  review  and  analysis  of  the  relation- 
ship between  teaching  commitments  and  service  to  the  poor  and 
Medicare  costs.  While  the  level  of  the  adjustments  is 
established  by  Congress,  it  is  important  that  the  Congress 
have  the  results  of  careful  analysis  to  assist  its  decision- 
making process.  The  Commission  will  conduct  an  analysis  of 
the  indirect  medical  education  adjustment,  which  may  serve 
as  the  basis  for  future  recommendations  to  the  Secretary. 
Future  analysis  will  examine  the  disproportionate  share 
adjustments  and  other  hospital-level  payment  factors. 

Labor  Market  Area  Definitions 

Currently,  hospital  labor  market  area  definitions  do  not 
distinguish  between  the  central  portion  of  metropolitan 
statistical  areas  (MSAs)  and  the  outlying  portion  of  MSAs. 
The  definitions  also  do  not  distinguish  between  urbanized 
rural  counties  and  other  rural  counties  in  a  State.  The 
Commission  believes  that  the  current  definitions  are  flawed. 
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Therefore,  the  Commission  recommended  that  these  definitions 
be  improved  using  available  data.  The  Commission  recommended 
that  the  Secretary  adopt  a  definition  of  hospital  labor 
market  areas  that  split  current  MSAs  into  urbanized  and  other 
MSAs  and  between  urbanized  and  other  rural  counties. 

The  Secretary  acknowledges  that  using  Metropolitan  Statisti- 
cal Areas  (MSAs)  to  define  hospital  labor  market  areas  has 
important  shortcomings.  He  continues,  however,  to  reject  our 
recommendation  for  improving  these  definitions,  and  to 
postpone  addressing  these  shortcomings.  We  believe  the 
Secretary's  reasons  for  rejecting  our  recommendation  can 
easily  be  addressed. 

The  Secretary  is  concerned  that  urbanized  area  boundaries 
within  MSAs  are  not  readily  known  to  hospitals.  In  addition, 
shifts  in  population  density  may  not  be  accounted  for  because 
the  urbanized  area  boundaries  are  only  updated  once  every  ten 
years,  after  each  census.  We  agree  that  these  boundaries  are 
not  widely  known  and  recognized.  However,  the  Secretary  has 
developed  criteria  for  assigning  hospitals  to  groups  to 
improve  payment  equity  under  PPS,  such  as  disproportionate 
share  hospitals,  sole  community  hospitals,  and  rural  referral 
centers.  We  believe  the  improvement  in  payment  equity 
achieved  by  grouping  hospitals  that  face  similar  market 
conditions  and  have  similar  wages  far  outweighs  the  ad- 
ministrative cost  of  having  hospitals  learn  about  urbanized 
area  definitions.  Hospitals  will  have  strong  incentives  to 
learn  where  the  boundaries  are. 

Another  concern  expressed  by  the  Secretary  is  whether 
hospitals  can  be  accurately  assigned  to  urbanized  areas.  We 
prepared  a  report  to  address  this  issue,  and  provided  a  copy 
of  this  report  to  the  Secretary  as  part  of  our  comments  on 
the  NPRM.  This  report  describes  a  step-by-step  process  for 
determining  whether  an  urban  hospital  is  located  in  the 
urbanized  area  of  an  MSA. 

According  to  the  Secretary,  variations  in  hospital  wages  are 
highly  correlated  with  the  indirect  teaching  and  dispropor- 
tionate share  adjustments,  and  rural  referral  status. 
Therefore,  these  other  payment  adjustments  may  account  for 
inaccuracies  in  the  labor  market  definitions  to  some  extent. 
We  disagree  that  adjustments  at  the  hospital  level  are 
sufficient,  however.  This  approach  fails  to  account  for  the 
higher  wages  of  hospitals  in  urbanized  areas  that  do  not  have 
teaching  programs  or  do  not  serve  a  disproportionate  share 
of  low-income  patients. 

Furthermore,  if  the  Secretary  believes  the  teaching  and  dis- 
proportionate share  adjustments  may  account  for  the  inac- 
curacies,    additional    research    to    support    this  position 
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appears  warranted.  Therefore,  we  continue  to  be  concerned, 
as  stated  previously,  that  the  Secretary  has  given  such 
analyses  a  low  priority. 

In  summary,  the  administrative  concerns  described  in  the 
Secretary's  response  can  be  addressed,  and  do  not  outweigh 
the  improvement  in  payment  equity  that  can  be  achieved  by  our 
recommendation.  As  in  the  past,  we  invite  the  Secretary  to 
improve  upon  our  recommendation,  if  possible.  We  would  be 
pleased,  as  the  Secretary  has  proposed,  to  work  with  HCFA 
staff  in  developing  improved  definitions.  We  continue  to 
believe,  however,  that  the  current  definitions  should  be 
replaced  as  soon  as  possible. 

Area  Wage  Index 

The  area  wage  index  is  used  to  adjust  PPS  payments  to  all 
hospitals  according  to  geographic  variations  in  wage  levels. 
In  the  NPRM,  the  Secretary  proposed  changing  the  data  base 
for  computation  of  the  area  wage  index  from  a  blend  of  1982 
and  1984  data  to  1984  data  alone.  In  its  response  to  the 
NPRM,  ProPAC  stated  its  belief  that  1984  data  are  becoming 
obsolete  and  may  contain  several  inaccuracies  for  adjusting 
payments  in  fiscal  year  1989. 

The  Commission  recommended  in  its  April  1987  Report  that  in 
order  to  improve  the  equity  of  PPS  payments,  the  Secretary 
should  periodically  update  the  hospital  wage  information  used 
to  construct  the  index.  In  addition,  the  update  information 
should  include  data  on  wages  and  hours  of  employment  by 
hospital  occupational  categories.  Congress,  in  OBRA  1987, 
legislated  the  intent  of  this  recommendation.  The  provision 
requires  the  Secretary  to  recompute  the  wage  indices  not 
later  than  October  1,  1989,  and  at  least  every  3  6  months 
thereafter.  The  indices  are  to  be  based  on  a  survey  of  PPS 
hospitals  and,  to  the  extent  feasible,  measure  earnings  and 
paid  hours  of  employment  by  occupational  category. 

In  the  final  rule,  the  Secretary  stated  his  intention  to 
correct  some  data  errors  in  the  current  index,  but  to 
continue  to  use  the  blend  of  1982  and  1984  data  for  computa- 
tion of  the  index.  Thus,  the  data  base  will  be  even  older 
than  originally  proposed  in  the  NPRM.  ProPAC  believes  that 
this  may  lead  to  some  serious  payment  inequities.  Moreover, 
when  the  wage  index  is  recalculated  using  more  recent  data, 
payment  changes  will  be  more  abrupt  for  some  hospitals  than 
would  be  the  case  if  more  recent  data  had  been  used. 
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Institutional  Neutrality 

The  Commission  recommended  that  the  Secretary  provide 
supplemental  payments  to  hospitals  for  inpatient  capital- 
related  costs  incurred  at  other  facilities.  The  Commission 
believes  that  such  supplemental  payments  are  necessary  until 
capital  is  incorporated  into  the  prospective  payment  rate. 

The  Secretary  rejected  the  Commission's  recommendation  on  the 
grounds  that  it  would  result  in  duplicate  payments.  The 
Commission  does  not  believe  that  an  institutional  neutrality 
adjustment  would  constitute  a  duplicate  capital  payment  to 
hospitals.  Medicare  does  not  pay  the  capital-related  costs 
of  services  that  a  hospital  purchases  from  other  institutions 
for  its  inpatients. 

The  Commission  agrees  with  the  Secretary  that  because  the 
standardized  amounts  were  originally  based  on  charge  data, 
they  incorporate  the  capital  costs  associated  with  historical 
levels  of  externally  purchased  services.  ProPAC  believes, 
however,  that  hospitals  now  have  greater  opportunities  to 
purchase  such  services  because  of  the  introduction  of  new, 
capital-intensive  technologies  and  procedures  and  the 
increased  use  of  free-standing  diagnostic  and  therapeutic 
centers.  The  capital  costs  of  these  new  purchased  services 
are  not  reflected  in  the  standardized  amounts.  Therefore, 
the  institutional  neutrality  adjustment  is  needed  to  equalize 
the  incentives  to  offer  a  service  in-house  or  to  purchase  it 
from  another  provider.  While  the  charges  for  purchased 
services  do  not  differentiate  between  capital  and  operating 
costs,  ProPAC  suggested  several  alternative  methods  for 
apportioning  these  costs  for  purposes  of  this  adjustment. 

Sole  Community  Hospitals 

Sole  community  hospitals  (SCHs)  are  hospitals  which,  by 
reason  of  certain  factors  (including  isolated  location, 
weather  conditions,  or  absence  of  other  hospitals) ,  provide 
the  only  source  of  inpatient  services  available  within  a 
reasonable  geographic  area.  The  prospective  payment  rate 
for  these  hospitals  is  equal  to  75  percent  hospital-specific 
plus  25  percent  of  the  Federal  regional  amount.  In  addition, 
the  Secretary  is  required  to  adjust  the  payment  rate  for  SCHs 
that  experience  a  decrease  of  5  percent  or  more  in  dischar- 
ges due  to  circumstances  beyond  their  control.  Further,  the 
Secretary  is  required  to  adjust  the  hospital-specific  amount 
for  SCHs  that  experience  an  increase  in  operating  costs  due 
to  the  addition  of  new  inpatient  facilities  or  services.  The 
Secretary  established  the  procedure  for  implementing  these 
provisions . 
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In  its  April  1987  Report  ProPAC  recommended  that  a  volume 
adjustment  be  allowed  for  all  isolated,  rural  hospitals  that 
meet  the  criteria  for  SCH  status.  The  Commission  is  pleased 
that  Congress  has  legislated  the  intent  of  this  recommenda- 
tion and  the  Secretary  is  implementing  it. 

As  outlined  in  the  rule,  however,  the  application  procedure 
for  a  volume  adjustment  potentially  could  be  quite  lengthy. 
The  time  frame  for  the  procedure  to  be  designated  as  an 
eligible  sole  community  hospital  also  is  unclear. 

Finally,  despite  efforts  to  clarify  criteria  for  obtaining 
SCH  status,  the  Commission  believes  that  further  improvements 
would  be  appropriate.  In  its  March  1988  report,  the  Commis- 
sion recommended  that  general  guidelines  be  issued  to 
accompany  the  designation  criteria  to  promote  greater 
uniformity  in  the  implementation  of  procedures.  In  response, 
the  Secretary  states  that  the  current  procedure  of  regional 
office  designation  allows  the  department  to  implement  uniform 
criteria  in  light  of  local  conditions.  The  Commission  is 
concerned  that  without  more  detailed  instructions  to  both  the 
hospitals  and  the  intermediaries,  confusion  will  continue 
concerning  the  type  of  information  that  is  required  to 
document  each  criterion. 


PAYMENT  FOR  OUTLIER  CASES 

Additional  amounts  are  paid  to  hospitals  for  atypical  cases 
(outliers)  which  have  either  extremely  long  lengths  of  stay 
(day  outliers)  or  extraordinary  costs  (cost  outliers) .  Under 
the  law,  total  estimated  outlier  payments  to  PPS  hospitals 
can  be  no  less  than  5  percent  nor  more  than  6  percent  of 
total  estimated  prospective  payments  for  the  fiscal  year. 
In  prior  years,  cases  that  qualified  as  both  day  and  cost 
outliers   (dual  outliers)  were  paid  as  day  outliers. 

The  Commission  recommended  that  the  Secretary  modify  outlier 
payment  policy  to  more  adequately  protect  hospitals  from  the 
risk  of  extremely  costly  cases.  To  achieve  this  result,  the 
Secretary  should  place  greater  emphasis  on  cost  outlier 
cases.  In  addition,  the  Commission  urged  the  Secretary  to 
increase  outlier  contributions  to  the  maximum  of  6  percent 
of  total  projected  PPS  payments  as  allowed  under  statute. 

The  Commission  is  pleased  that  the  Secretary  has  adopted  most 
of  the  changes  it  recommended  in  outlier  payment  policy.  The 
Commission  believes  these  changes  will  more  accurately 
reflect  the  resources  hospitals  use  to  treat  extraordinarily 
expensive  cases.  We  continue  to  believe  that  the  set-aside 
amount  should  be  increased  to  6  percent.  However,  the 
Commission   is   pleased   that   the   Secretary   expects  outlier 
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payments  of  approximately  6.1  percent  resulting  from  the 
implementation  of  catastrophic  health  care  legislation,  Pub. 
L.   100-360.      (See  discussion  under  next  section.) 

The  day  and  cost  outlier  thresholds  for  fiscal  year  1989  have 
increased  significantly  compared  to  the  thresholds  for  fiscal 
year  1988.  We  believe,  however,  that  these  changes  are  ap- 
propriate, and  that  the  total  amount  paid  for  outliers  will 
at  least  equal  the  amount  set  aside. 

The  Commission  recommended  in  its  March  1988  report  that  the 
Secretary  make  a  correction  in  the  following  year's  payments 
if  total  outlier  payments  differ  from  the  targeted  set-aside 
amount.  We  requested  that  the  Secretary  calculate  total 
overpayments  and  underpayments  for  outliers  during  the  first 
five  years  of  PPS  to  determine  the  extent  to  which  underpay- 
ments during  the  first  years  of  PPS  were  offset  by  estimated 
overpayments  in  fiscal  year  1988.  Furthermore,  we  continue 
to  recommend  that,  in  future  years,  the  Secretary  implement 
a  correction  factor  whenever  outlier  payments  are  more  than 
5  percent  above  or  below  the  targeted  set-aside  amount.  The 
first  such  correction  factor  should  reflect  cumulative 
experience. 

The  Commission  did  not  address  the  issue  of  different  set- 
aside  amounts  and  uniform  thresholds  for  urban  and  rural 
hospitals  in  its  previous  outlier  analyses  and  has  not  had 
a  chance  to  evaluate  the  impact  of  equalizing  the  urban  and 
rural  set-aside  percentages.  This  change  would  require 
establishing  separate  thresholds  for  urban  and  rural  hospi- 
tals. We  believe,  however,  that  the  issue  merits  analysis 
and  evaluation.  Therefore,  ProPAC  encourages  the  Secretary 
to  examine  the  appropriateness  of  this  policy.  We  have  added 
this  issue  to  our  current  outlier  analytic  agenda. 

ProPAC  has  preliminary  evidence  indicating  that  ratios  of 
cost-to-charges  (RCCs)  for  individual  ancillary  centers  at 
some  hospitals  are  highly  variable  over  time.  We  have  no 
evidence,  however,  concerning  the  combined  impact  of  this 
variability  at  the  hospital  level.  The  Commission  is 
concerned,  nevertheless,  that  hospital-specific  RCCs  may  be 
highly  variable  over  time.  This  could  have  a  significant 
impact  on  outlier  payments  for  cost  outliers.  Therefore, 
we  encouraged  the  Secretary  to  examine  the  stability  of  RCCs 
at  individual  hospitals  to  determine  if  they  are  highly 
variable  over  time. 

The  Secretary  determined  outlier  thresholds  by  estimating 
that  charges  would  increase  by  11.4  percent  annually  between 
fiscal  years  1987  and  1989.  This  inflation  factor  is  based 
on  the  average  annual  rate  of  increase  in  Medicare  charges 
per  case  between  fiscal  years  1984  and  1987.    We  believe  that 
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the  aggregate  amount  of  expected  change  in  charges  may  be 
accurate,  but  we  are  concerned  about  whether  the  methodology 
used  is  optimal.  Therefore,  we  believe  the  method  of 
inflating  charges  should  be  carefully  examined  to  determine 
if  improvements  are  necessary. 

We  are  continuing  to  examine  ways  to  improve  outlier  payment 
policy.  ProPAC  staff  worked  closely  with  HCFA  staff  in 
analyzing  outlier  policy  during  the  past  year,  and  the 
Commission  hopes  to  continue  this  productive  working  rela- 
tionship during  the  upcoming  year. 


MEDICARE  CATASTROPHIC  COVERAGE  ACT  OF  1988 

The  final  rule  discussed  the  effects  of  those  portions  of  the 
Medicare  Catastrophic  Coverage  Act  of  1988  (P. L. 100-360)  that 
affect  payments  to  hospitals  under  PPS.  Among  other  changes, 
this  legislation  removed  limits  on  the  number  of  inpatient 
hospital  days  covered  by  the  Medicare  program.  The  legisla- 
tion instructed  the  Secretary  to  consider  any  resulting 
reductions  in  beneficiary  payments  to  hospitals  when  deter- 
mining PPS  rates,  outlier  thresholds  and  DRG  weighting 
factors.  The  new  legislation  becomes  effective  on  January 
1,  1989. 

The  Commission  agrees  with  the  method  used  by  the  Secretary 
to  account  for  changes  resulting  from  the  enactment  of  P.L. 
100-360.  The  primary  effect  on  PPS  hospitals  will  be  an 
increase  in  the  number  of  days  eligible  for  outlier  payments. 
In  establishing  the  day  outlier  thresholds  the  Secretary  took 
into  account  only  those  days  that  are  covered  under  current 
law  —  not  those  that  will  be  eligible  for  additional  payment 
once  the  new  coverage  begins.  The  Secretary  estimates  that 
outlier  payments  will  comprise  6.1  percent  of  total  PPS 
payments,  while  only  5.1  percent  is  being  set  aside  from  the 
PPS  standardized  amounts.  That  is,  PPS  payments  to  hospitals 
will  increase  by  1  percent  as  a  result  of  implementing  this 
part  of  the  catastrophic  legislation.  This  increase  will 
replace  payments  previously  received  from  beneficiaries  and 
other  third  parties. 


RECALIBRATION 

As  a  result  of  OBRA  1986,  the  DRG  weights  must  be  recalibra- 
ted annually.  This  change  was  consistent  with  an  earlier 
Commission  recommendation.  Recalibration  is  the  adjustment 
of  all  DRG  weights  to  reflect  changes  in  relative  resource 
use  associated  with  all  existing  DRG  categories  or  the 
creation  of  new  DRG  categories  or  both.  Recalibration  is 
always  accompanied  by  normalization.     Normalization  is  the 
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step  in  which  an  adjustment  factor  is  applied  to  the  DRG 
weights  so  that  the  average  weight  of  all  PPS  discharges  is 
the  same  after  recalibration  as  it  was  before. 

A  basic  issue  in  recalibration  is  the  choice  of  the  data 
base.  The  Commission  recommended  that  the  DRG  weights  be 
annually  recalibrated  on  the  basis  of  costs  rather  than 
charges  beginning  in  fiscal  year  1989.  In  addition,  the 
Commission  recommended  that  the  Secretary  verify  the  accuracy 
of  cost  report  data  and  implement  changes  as  necessary.  For 
fiscal  year  1989,  the  Secretary  recalibrated  DRGs  using 
charge  information.  Further,  the  Secretary  agreed  with 
ProPAC  that  it  is  desirable  to  have  timely  and  accurate 
information. 

The  Commission  is  disappointed  that  the  Secretary  did  not 
take  steps  to  implement  cost-based  DRG  relative  weights  for 
fiscal  year  1989.  ProPAC  continues  to  believe  that  using 
charges  adjusted  to  estimate  costs  is  preferable  to  using 
charges  alone.  We  are  encouraged,  however,  that  the  Secre- 
tary plans  to  examine  the  feasibility  of  developing  cost- 
based  weights  for  fiscal  year  1990. 

ProPAC  agrees  with  the  Secretary  that  the  most  recently 
available  data  should  be  used  for  recalibrating  the  DRG 
weights.  The  Commission  did  not  recommend  that  any  data 
other  than  the  most  recent  charge  data  should  be  used  for 
recalibrating  the  weights.  Timely  data  are  critical  for 
maintaining  weights  that  reflect  the  rapid  advances  in 
medical  technology  and  resulting  changes  in  treatment 
patterns.  The  use  of  recent  data,  however,  does  not  preclude 
the  implementation  of  cost-based  weights.  By  using  the  best 
set  of  cost  reports  available,  and  trending  forward  the  cost 
data  for  the  few  hospitals  where  recent  data  are  not  avail- 
able, timely  cost-based  weights  are  possible. 

The  Secretary  also  stated  his  concern  about  the  feasibility 
of  additional  improvements  in  timeliness  of  cost  report  data 
because  of  the  need  to  audit  these  reports.  The  Secretary, 
as  required  by  OBRA  1987,  is  in  the  process  of  improving  and 
making  more  timely  the  data  base  for  inpatient  hospital 
costs.  The  Commission  supports  the  Secretary's  efforts  to 
increase  the  timeliness  of  data.  The  Commission  continues 
to  believe  that  efforts  are  needed  to  improve  the  data  in  the 
cost  report.  The  Commission  will  continue  analysis  in  this 
area  and  report  its  findings  to  the  Secretary. 


INPATIENT  CLASSIFICATION  AND  CASE-MIX  MEASUREMENT 

The  classification  of  cases  into  DRGs  is  complex.  First,  the 
physician    enters    on    the    patient's    record    the  principal 
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diagnosis,  additional  diagnoses,  and  procedures  performed 
during  the  inpatient  stay.  The  patient  information  is 
translated  into  ICD-9-CM  codes.  This  information  is  trans- 
mitted to  the  hospital's  fiscal  intermediary  (FI)  when  the 
hospital  requests  payment.  The  FI  enters  this  information 
into  its  claims  systems  and  subjects  it  to  a  series  of 
automated  screens  called  the  Medicare  Code  Editor  (MCE) . 
After  screening  through  the  MCE,  each  case  is  classified  into 
the  appropriate  DRG. 

The  Commission  is  encouraged  by  the  Secretary's  efforts  to 
eliminate  certain  coding  problems.  In  addition,  the  Commis- 
sion is  pleased  that  the  Secretary  has  attempted  to  group 
codes  into  DRGs  on  a  more  rational  basis.  However,  we  still 
have  several  concerns,  which  are  discussed  below. 

Improvements  to  Case-Mix  Measurement 

The  Commission  recommended  that  the  Secretary  continue  to 
refine  the  DRGs  to  improve  the  equity  of  hospital  payments 
and  update  the  DRGs  to  account  for  changing  technology.  In 
addition,  the  Commission  recommended  that  the  Secretary  focus 
on  generic  improvements  using  patient  data  currently  avail- 
able from  the  discharge  abstract.  Finally,  the  Commission 
believes  that  the  Secretary  should  consider  the  use  of 
temporary,  technology-specific  DRGs  whenever  assignment  to 
existing  DRGs  is  not  appropriate. 

The  Secretary  stated  his  commitment  to  further  DRG  refine- 
ment. The  Commission  is  aware  of  the  Secretary's  research 
related  to  improvements  in  case-mix  measurement  through 
refinements  in  the  use  of  complications  and  commorbidities . 
These  findings  may  improve  the  ability  of  the  DRGs  to  measure 
severity  of  illness  using  currently  available  information 
from  the  discharge  abstract.  The  Commission  encouraged  the 
Secretary  to  complete  this  work  as  soon  as  possible.  We  hope 
the  Secretary  will  consult  with  us  in  the  development  of  new 
policies  as  the  results  of  this  research  become  available. 

The  Secretary,  however,  opposes  the  use  of  technology- 
specific  DRGs.  The  Secretary's  current  policy  for  updating 
DRGs  utilizes  similarity  of  resource  use  as  a  criterion  for 
determining  DRG  assignment  for  cases  involving  new  technolo- 
gies. However,  the  costs  associated  with  new  technologies 
may  change  rapidly  as  the  technologies  diffuse  and  are  used 
more  widely.  As  a  result,  this  could  create  inappropriate 
economic  incentives  or  disincentives  related  to  the  use  of 
new  technologies.  The  Commission  continues  to  believe  that 
temporary,  technology-specific  DRGs  are  a  valuable  alterna- 
tive under  certain  circumstances  when  existing  DRGs  are 
inappropriate  for  the  new  technology.  This  policy  would 
permit  the  collection  of  data  on  the  cost  of  a  new  technology 
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for  Medicare  cases.  In  addition,  it  would  maintain  the 
clinical  coherence  of  existing  DRGs.  Therefore,  the  Commis- 
sion has  encouraged  the  Secretary  to  reexamine  his  reasons 
for  opposing  this  recommendation. 

Coding  Improvements 

The  Secretary  has  detailed  a  very  comprehensive  process  by 
which  new  diagnosis  and  procedure  codes  are  developed. 
However,  the  Commission  recommended  that  the  Secretary  should 
formalize  a  more  timely,  systematic,  and  consultative 
approach  to  considering  ICD-9-CM  codes  for  new  diagnoses, 
procedures,  devices,  and  other  treatments.  The  Commission 
continues  to  support  its  previous  recommendation  that  the 
Secretary  review  Chapter  16  codes  and  coding  procedures. 

The  Commission  agrees  with  the  Secretary  that  identifying  and 
correcting  coding  problems  is  important.  The  ICD-9-CM 
Coordination  and  Maintenance  Committee  deserves  recognition 
for  the  attention  it  gives  to  issues  brought  to  it  by  the 
public. 

The  Secretary  has  clearly  delineated  the  reasons  why  a  one 
to  two  year  lag  exists  between  the  time  a  coding  problem  is 
first  discussed  and  the  implementation  of  a  new  code.  We 
continue  to  encourage  a  more  timely  process,  however.  The 
acute  myocardial  infarction  (AMI)  codes  are  a  case  in  point. 
Our  work  has  shown  that  the  current  codes  are  frequently 
being  assigned  to  patients  who  have  not,  in  fact,  suffered 
a  myocardial  infarction  in  the  time  period  immediately 
preceding  hospitalization. 

Deficiencies  in  these  codes  have  been  recognized  since  the 
early  years  of  PPS.  They  have  been  on  the  ICD-9-CM  Coordina- 
tion and  Maintenance  Committee's  agenda  since  July  1987. 
However,  it  will  be  October  1989  at  the  earliest  before  new 
codes  are  implemented  and  June  1991  before  charge  data  are 
available  for  analysis. 

The  Commission,  however,  is  pleased  with  other  new  diagnosis 
and  procedure  codes  proposed  for  implementation  in  October 
1988.  Of  particular  interest  are  the  very  detailed  codes 
introduced  for  short  gestation  and  low  birthweight  babies, 
as  well  as  new  codes  for  bone  marrow  transplant  and  cardiac 
electrophysiologic  stimulation  studies. 

DR6  Reclassification 

The  Secretary  implemented  several  changes  to  the  DRG  clas- 
sification system  based  on  problems  identified  over  the 
years . 
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The  Commission  generally  agreed  with  the  Secretary's  plans 
to  modify  DRG  classification  in  MDCs  3  (Diseases  and  Disor- 
ders of  the  Ear,  Nose,  Mouth,  and  Throat)  and  7  (Diseases  and 
Disorders  of  the  Hepatobiliary  System  and  the  Pancreas) .  We 
have  not  done  extensive  analysis  to  replicate  the  effects  of 
the  proposed  changes,  but  it  appears  to  us  that  they  will 
alleviate  a  number  of  payment  problems  and  result  in  greater 
clinical  homogeneity.  We  particularly  agree  with  the 
principle  of  maintaining  a  flexible  system  that  allows  for 
this  kind  of  annual  revision  as  it  is  needed. 

We  believe  these  changes  will  eliminate  a  number  of  problems 
that  result  from  the  complicated  coding  rules  for  malignan- 
cies. ProPAC  also  agrees  with  HCFA's  plans  to  move  mouth  and 
dental  diagnoses  and  procedures  to  MDC  3 .  Previous  ProPAC 
work  on  surgical  hierarchies  had  also  suggested  this  move, 
primarily  for  reasons  of  clinical  homogeneity  (See  "Updating 
the  Surgical  Hierarchies  and  the  List  of  Operating  Room 
Procedures,"  in  the  Technical  Appendixes  to  ProPAC s  April 
1987  Report) . 

Cochlear  Implants 

The  Secretary  agreed  to  evaluate  the  placement  of  cochlear 
implant  cases  into  DRG  49  (Major  Head  and  Neck  Procedure)  . 
The  Secretary,  based  on  his  evaluation  of  Medicare  data,  did 
not  find  that  there  would  be  any  material  difference  in  the 
weighting  factor  if  a  separate  DRG  were  created  for  cochlear 
implants.  Therefore,  the  Secretary  did  not  create  a  separate 
DRG.  However,  the  Secretary  will  continue  to  review  the 
appropriateness  of  the  assignment  of  such  cases  to  DRG  49. 

The  Commission  agrees  with  the  Secretary  that  continued 
review  of  the  classification  of  cochlear  implants  is  war- 
ranted. It  is  not  clear  why  the  results  of  analysis  con- 
ducted by  HCFA  differ  from  that  reported  by  others.  ProPAC 
will  be  conducting  its  own  analysis  of  costs  and  payments  for 
cochlear  implant  cases  using  1987  MEDPAR  data,  when  the  new 
device-specific  codes  for  cochlear  impacts  were  in  effect. 

Artificial  Urinary  Sphincter 

The  Commission  has  previously  addressed,  in  detail,  issues 
related  to  the  interpretation  and  assignment  of  new  ICD-9-CM 
codes  and  the  process  by  which  these  cases  are  grouped  into 
DRGs.  In  its  response  to  the  proposed  rule,  the  Commission 
expressed  concern  about  the  assignment  of  the  new  code  58.93 
(Implantation  of  artificial  urinary  sphincter  or  AUS) .  Prior 
to  October  1986,  AUS  implantation  cases  were  assigned  the 
code  57.99  (Other  operations  on  bladder)  and  were  grouped  to 
DRGs  308  and  309.  The  new  code  (58.93),  however,  grouped  AUS 
cases  to  DRGs  312  through  314. 
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The  Commission  is  pleased  that  the  Secretary  outlined 
corrective  action  to  address  this  problem. 

Improvements  to  DRG  4  68 

DRG  468  is  reserved  for  cases  with  surgical  procedures 
unrelated  to  the  patient's  principal  diagnosis.  For  in- 
stance, a  case  in  which  a  surgical  procedure  is  performed  for 
a  condition  relating  to  a  diagnosis  in  another  major  diagnos- 
tic category  would  be  assigned  to  DRG  468.  These  cases  do 
not  lend  themselves  to  classification  within  other  DRGs 
because  they  do  not  reflect  typical  treatment  patterns. 

The  Commission  recommended  that  the  Secretary  reassign  cases 
from  DRG  4  68  to  existing  surgical  DRGs.  These  cases  should 
be  reassigned  using  secondary,  rather  than  principal, 
diagnoses . 

The  Secretary  agrees  with  ProPAC  that  the  current  definition 
of  DRG  468  needs  refinement.  The  Secretary,  however, 
rejected  ProPAC 's  recommendation  to  reassign  DRG  4  68  cases 
to  existing  surgical  DRGs  using  secondary,  rather  than 
principal,  diagnoses.  Instead,  the  Secretary  has  created  two 
new  DRGs.  Cases  with  one  of  several  prostatic  procedures, 
including  transurethral  prostatectomies,  would  be  assigned 
to  new  DRG  476,  unrelated  prostatic  operating  room  proce- 
dures. Cases  with  minor  procedures  would  be  assigned  to  new 
DRG  477,  unrelated  non-extensive  operating  room  procedures. 

We  believe  that  the  Secretary's  approach  represents  an 
improvement  over  current  policy.  Our  analysis  of  average 
resource  use  indicates  that  the  new  DRGs  proposed  by  the 
Secretary  are  more  homogeneous  than  DRG  468.  A  substantial 
number  of  cases  will  continue  to  be  assigned  to  DRG  468, 
however.  Therefore,  we  believe  the  Secretary  should  reexa- 
mine his  reasons  for  rejecting  ProPAC 's  approach. 

The  Secretary  claims  that  ProPAC s  approach  will  increase  the 
amount  of  variability  within  surgical  DRGs.  For  example,  the 
average  length  of  stay  for  transurethral  prostatectomy  cases 
in  DRG  4  68  is  much  higher  than  for  cases  in  the  four  DRGs 
with  these  cases.  This  is  an  extreme  example,  however,  of 
the  impact  of  the  Commission's  recommendation.  ProPAC 
conducted  an  analysis  comparing  the  average  cost  of  currently 
assigned  cases  in  each  surgical  DRG  with  the  average  cost  of 
cases  reassigned  from  DRG  468.  In  most  DRGs,  the  difference 
between  currently  assigned  and  reassigned  cases  was  less  than 
five  percent.  The  Commission  believes  that  costs  are  a  more 
accurate  measure  of  resource  use  than  length  of  stay  for 
evaluating  the  effect  of  DRG  changes  on  relative  weights. 
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The  second  problem  cited  with  ProPAC's  approach  is  the  use 
of  DRG  relative  weights  to  assign  these  cases.  The  Commis- 
sion recommended  that  when  multiple  DRG  assignments  are 
possible  that  the  DRG  with  the  highest  weight  be  selected  for 
final  DRG  assignment.  We  agree  that  our  approach  may  lead 
to  changing  DRG  assignments  because  of  changes  in  Medicare 
relative  weights  over  time  or  because  of  differences  between 
Medicare  relative  weights  and  relative  weights  based  on  data 
from  other  payers.  We  believe  that  this  problem  can  be 
easily  overcome,  however.  The  Secretary  could  address  this 
problem  by  creating  a  surgical  hierarchy  for  DRG  4  68  cases 
that  could  be  assigned  to  multiple  DRGs  based  on  secondary 
diagnoses.  This  hierarchy  could  originally  be  based  on 
clinical  or  empirical  information,  or  both,  and  then  updated 
periodically.  The  current  surgical  hierarchies  within  each 
MDC  serve  a  similar  purpose  for  cases  with  multiple  surgical 
procedures.  We  believe  that  DRG  refinements  should  be 
adopted  if  they  improve  the  equity  of  hospital  payments  under 
PPS. 

Burn  Hospitals  and  Units1 

As  required  by  OBRA  1987,  the  Commission  submitted  its  report 
to  Congress  and  the  Secretary  on  alternative  payment  methods 
for  burn  outlier  cases.  Of  the  alternative  outlier  payment 
policy  options  considered,  the  option  that  pays  on  the  basis 
of  cost  only  (that  is,  no  day  outlier  payments)  is  the  best 
in  terms  of  reducing  average  losses  for  burn  outlier  cases. 
This  option  also  reduces  the  discrepancy  between  payments  and 
costs  between  hospitals  with  specialized  burn  care  services 
and  other  PPS  hospitals.  Further,  it  brings  the  relationship 
between  payments  and  costs  for  burn  outlier  cases  closer  to 
the  average  for  all  DRGs. 

The  Commission's  analysis  indicates  it  is  desirable,  but 
currently  not  feasible,  to  develop  outlier  payment  policies 
that  better  reflect  differences  between  resources  used  to 
treat  burn  cases  in  specialized  centers  and  units  and  those 
used  in  other  hospitals.  Currently  there  are  no  clear 
criteria  by  which  to  classify  these  centers  and  units.  As 
a  result,  the  Commission  decided  at  this  time  not  to  recom- 
mend an  adjustment  specifically  for  hospitals  providing 
specialized  burn  care  services  pending  further  evaluation. 


For  more  information  refer  to  the  Report  to  Congress  and 
the  Secretary  of  the  Department  of  Health  and  Human  Services  on 
Outlier  Payment  Alternatives  for  Burn  Cases,  Prospective  Payment 
Assessment  Commission,  July  1988. 
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The  Secretary  stated  that  the  changes  to  outlier  payment, 
policy  should  improve  payments  for  burn  outliers.  Further , 
the  Secretary  believes  that  it  is  inappropriate  to  create  a 
new  class  of  hospitals  for  the  purpose  of  targeting  outlier 
payments.  The  Commission  is  pleased,  however,  that  the 
Secretary  will  examine  our  report  and  comment  in  greater 
detail  after  that  analysis  has  been  completed.  In  addition, 
ProPAC  will  modify  this  recommendation  in  future  reports  if 
further  analysis  indicates  that  it  is  warranted. 


EVALUATION  OF  PRO  REVIEW  AND  QUALITY  OF  CARE 

Peer  review  organizations  (PROs)  perform  medical  peer  review 
of  Medicare  claims.  Among  the  areas  reviewed  are:  validity 
of  hospital  diagnosis  and  procedure  information;  complete- 
ness, adequacy,  and  quality  of  care;  appropriateness  of 
admission  and  discharge;  and  appropriateness  of  PPS  outlier 
cases . 

The  Commission  recommended  that  the  Secretary  review  and 
synthesize  the  findings  of  PROs  over  the  past  four  years. 
The  evaluation  should  focus  on  issues  of  access  to  and  use 
of  services,  patterns  of  denials,  and  instances  of  poor 
quality.  Issues  related  to  expenditure  control  and  efficient 
administration  of  PRO  contract  requirements  should  be 
secondary  to  broader  quality  of  care  evaluative  goals.  The 
assessment  should  evaluate  and  compare  criteria  used  to  make 
judgments  about  when  care  is  appropriate. 

The  Secretary  rejected  our  call  for  review  and  synthesis  of 
PRO  findings  and  a  comprehensive  evaluation  of  PROs  and  their 
impact  on  quality  of  care.  In  supporting  this  position,  the 
Secretary  cites  a  series  of  ongoing  activities  and  the  lack 
of  a  consistent  data  base  for  longitudinal  analysis.  While 
we  agree  that  there  are  limitations  in  available  data,  we 
nevertheless  do  not  believe  that  consistent  longitudinal  data 
are  a  prerequisite  to  the  type  of  evaluation  that  we  have 
suggested. 

We  likewise  do  not  believe  that  other  activities,  such  as 
those  being  undertaken  on  a  pilot  basis,  or  between  HCFA  and 
individual  PROs,  or  through  the  SUPERPRO,  constitute  accep- 
table substitutes  for  a  major  evaluation  of  the  results  of 
the  PRO  program.  We  believe  that  such  an  evaluation  would 
assist  those  undertaking  the  Institute  of  Medicine  study  that 
the  Secretary  cited.  For  these  reasons,  we  continue  to 
believe  that  the  Secretary  should  undertake  or  contract  for 
a  major  evaluation  of  findings  from  the  PRO  program. 


APPENDIX  A 


Chancres  to  the  Inpatient  Hospital  Prospective  Payment  System 
and  Fiscal  Year  1989  Rates,  Final  Rule,  Department  of  Health 
and  Human  Services,  Health  Care  Financing  Administration, 
September  30,   198  8. 

SUMMARY  OF  MAJOR  PROVISIONS 

A  brief  summary  of  the  major  provisions  of  the  final  rule 
regarding  changes  to  PPS  and  the  fiscal  year  1989  rates 
follows . 

I.     Reclassification  of  DRGs 

A.  MDC  3;  Diseases  and  Disorders  of  the  Ear,  Nose  and 
Throat — The  Secretary  restructured  MDC  3  and  MDC  6  (Digestive 
System) .  All  mouth-related  diagnoses  and  procedures  were 
removed  from  MDC  6  and  added  to  MDC  3,  which  now  is  titled 
"Diseases  and  Disorders  of  the  Ear,  Nose,  Mouth  and  Throat." 

B.  MDC  7,  Diseases  and  Disorders  of  the  Hepatobiliary 
System  and  Pancreas — The  Secretary  made  certain  reclas- 
sifications in  MDC  7.  For  operating  room  procedures  per- 
formed on  the  biliary  tract,  procedures  are  first  differen- 
tiated based  on  whether  a  total  cholecystectomy,  with  or 
without  common  bile  duct  exploration,  was  the  only  procedure 
performed,  or  whether  some  other  biliary  tract  procedure  was 
also  performed. 

C.  Surgical  Hierarchies — The  Secretary  revised  the 
surgical  hierarchy  for  MDCs  3  (above) ,  5  (Diseases  and 
Disorders  of  the  Circulatory  System) ,  6  (above) ,  and  8 
(Diseases  and  Disorders  of  the  Musculoskeletal  System  and 
Connective  Tissue) . 

D.  Refinement  of  Complications  and  Comorbidities  List- 
The  Secretary  revised  the  CC  Exclusion  Lists,  which  included 
corrections  of  errors  in  the  existing  list,  additions  of  a 
number  of  excluded  CCs,  and  deletions  of  a  number  of  excluded 
CCs. 

E.  Additional  Procedure  Code  Changes  in  DRG  468--The 
Secretary  implemented  several  DRG  classification  changes  to 
reduce  unnecessary  assignment  of  cases  to  DRG  468.  For 
example,  if  procedure  code  54.95  (Incision  of  Peritoneum) 
was  performed  with  a  principal  diagnosis  in  MDC  11  (Diseases 
and  Disorders  of  the  Kidney  and  Urinary  Tract)  such  as  585 
(Chronic  Renal  Failure),  it  is  grouped  in  DRG  468.  This 
procedure    code   was    added   to    the    list    of    operating  room 


procedures  in  DRG  315  (Other  Kidney  and  Urinary  Tract  OR 
Procedures) . 

F.  Refinement  of  DRG  4  68 — The  Secretary  created  two  new 
DRGs  to  address  some  of  the  problems  in  DRG  468.  These  are 
DRG  47  6,  Prostatic  OR  Procedure  Unrelated  to  Principal 
Diagnosis,  and  DRG  477,  Non-extensive  OR  Procedure  Unrelated 
to  Principal  Diagnosis.  In  addition,  DRG  468  was  renamed  to 
Extensive  OR  Procedure  Unrelated  to  Principal  Diagnosis. 

G.  Other  Issues — The  Secretary  examined  placement  of 
cochlear  implants  in  DRG  49  (Major  Head  and  Neck  Procedure) 
and  found  no  compelling  reason  to  create  a  new  DRG  for  this 
procedure.  In  addition,  the  Secretary  considered  issues 
related  to  payment  for  tissue  plasminogen  activator  (TPA) . 
The  Secretary  decided  that,  at  this  point,  TPA  should  not  be 
singled  out  for  special  treatment.  The  Secretary  believes 
the  update  factor  combined  with  continuing  improvements  in 
hospital  efficiency,  are  adequate  to  finance  appropriate  care 
of  Medicare  patients. 

II.  Recalibration  of  DRG  Weights 

The  Secretary  used  the  same  methodology  for  fiscal  year  1989 
recalibration  as  was  used  for  fiscal  year  1988.  That  is,  the 
weights  were  recalibrated  based  on  charge  data  for  Medicare 
discharges  in  the  fiscal  year  1987  MEDPAR  file.  The  Secre- 
tary plans  to  examine  the  feasibility  of  developing  cost- 
based  DRG  relative  weights  for  fiscal  year  1990. 

III.  Hospital  Wage  Index 

The  Secretary  did  not  change  the  methodology  and  data  used 
to  compute  the  wage  index  for  use  in  fiscal  year  1989.  The 
index  continues  to  be  based  on  a  blend  of  1982  and  1984  wage 
data.  In  addition,  the  Secretary  reclassified  the  wage  data 
for  rural  areas  considered,  under  OBRA  1987  provisions,  to 
be  located  in  an  adjacent  MSA  as  if  the  hospital  was  located 
in  the  MSA  and  recomputed  the  wage  index  values  for  the 
affected  MSAs  and  rural  areas. 

IV.  Payment  for  Outlier  Cases 

The  Secretary  modified  outlier  payment  policy  in  a  manner 
similar  to  ProPAC's  recommendation.  For  dual  outliers,  i.e., 
those  day  outlier  cases  that  have  adjusted  charges  exceeding 
the  cost  threshold,  payments  are  equal  to  the  greater  of  60 
percent  of  the  per  diem  Federal  rate  for  each  day  above  the 
length  of  stay  threshold  or  75  percent  of  the  difference 
between  adjusted  charges  and  the  cost  threshold.  In  addi- 
tion,  hospital-specific  cost-to-charge  ratios  will  be  used 
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to  adjust  charges  for  the  purpose  of  computing  cost  outlier 
payments . 

The  Secretary  set  the  outlier  thresholds  so  as  to  result  in 
estimated  outlier  payments  equal  to  5.1  percent  of  total  PPS 
payments.  As  a  result,  approximately  55  percent  of  outlier 
payments  will  be  on  a  cost  basis  and  45  percent  on  a  day 
basis.  The  outlier  reduction  factors  are  0.9437  for  urban 
areas  and  0.9777  for  rural  areas. 

V.    Effect  of  the  Medicare  Catastrophic  Coverage  Act  of  1988 

The  Medicare  Catastrophic  Coverage  Act  of  1988  (Pub.  L.  100- 
3  60)  provided  that  the  Secretary  in  establishing  the  prospec- 
tive payment  rates,  outlier  thresholds,  and  DRG  weighing 
factors  for  fiscal  year  1989  must,  to  the  extent  the  Secreta- 
ry determines  appropriate,  take  into  consideration  any 
reductions  in  payments  by  Medicare  beneficiaries  to  PPS 
hospitals  due  to  the  elimination  of  a  day  limitation  on 
inpatient  hospital  services.  In  addition,  the  Secretary,  in 
increasing  the  target  amounts  for  hospitals  excluded  from 
PPS,  must,  on  a  hospital-specific  basis,  take  into  considera- 
tion the  same  reduction  in  payments  to  excluded  hospitals. 

The  Secretary  determined  that  no  adjustment  to  the  standar- 
dized payment  amount  is  necessary  to  accommodate  the  addi- 
tional discharges  furnished  to  Medicare  beneficiaries  who 
previously  would  have  been  financially  liable  because  they 
had  exhausted  inpatient  benefits  prior  to  admission.  Ag- 
gregate payments  will  automatically  reflect  the  changes  in 
the  volume  of  discharges  resulting  from  the  elimination  of 
the  current  day  limitation.  In  addition,  the  Secretary 
stated  that  because  the  DRG  weights  are  based  on  the  average 
total  charge  no  adjustment  is  needed  to  take  into  account  the 
elimination  of  the  day  limitation. 

However,  there  will  be  additional  days  of  inpatient  care 
during  the  outlier  portion  of  a  hospital  stay  for  which  the 
hospital  would  previously  have  been  permitted  to  bill  the 
beneficiaries.  These  days  were  not  used  to  establish  the 
prospective  payment  rates.  While  the  Secretary  felt  that  an 
adjustment  would  be  necessary,  it  was  determined  that  it 
would  be  inappropriate  to  incorporate  an  adjustment  into  the 
rates  at  the  present  time. 

Finally,  the  Secretary  will  allow  hospitals  and  hospital 
units  excluded  from  PPS  to  apply  for  increases  to  their 
target  rates  to  correct  for  any  distortion  due  to  the  higher 
costs  caused  by  the  expansion  of  benefits. 
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VI.     Other  Decisions  and  Proposed  Changes 


A.  Physician  Attestation — The  Secretary  will  permit 
physician  attestations  to  be  completed  electronically  so  long 
as  the  procedures  a  hospital  establishes  are  sufficient  to 
achieve  the  program  objectives  of  the  existing  requirements. 

B.  Increase  in  the  Prospective  Payment  Rates  and  Rate- 
of-Increase  Limits — OBRA  1987  mandated  the  percentage 
increases  for  hospitals  under  PPS  for  fiscal  year  1989.  The 
forecasted  increase  in  market  basket  for  fiscal  year  1989  is 
5.4  percent.     Therefore  the  update  rates  are: 

o        3.9  percent  for  hospitals  located  in  rural  areas; 
o        3.4   percent   for  hospitals  located  in  large  urban 
areas;  and 

o        2.9  percent  for  hospitals  in  other  areas. 

In  addition,  the  rate  of  increase  for  hospitals  and 
distinct  part  units  excluded  from  PPS  is  the  full  forecasted 
increase  in  the  market-basket,  5.4  percent,  as  required  by 
OBRA  1987. 

C.  Changes  in  Geographic  Classification — OBRA  1987 
differentiated  payments  for  hospitals  located  in  rural  areas, 
large  urban  areas,  and  other  urban  areas.  The  Act  specified 
that  a  large  urban  area  is  an  urban  area  with  a  population 
of  more  than  one  million.  In  addition,  it  provided  that  a 
New  England  County  Metropolitan  Area  (NECMA)  with  a  popula- 
tion of  more  than  970,000  be  classified  as  a  large  urban 
area.  As  a  result,  the  Secretary,  based  on  the  latest 
population  data  published  by  the  Bureau  of  the  Census, 
identified  4  6  urban  areas  that  meet  the  criteria  for  large 
urban  areas. 

In  addition,  OBRA  1987  required  the  Secretary  to  include  a 
hospital  located  in  a  rural  county  in  an  urban  area  if  it 
"would  otherwise  be  considered  part  of  an  urban  area  but  for 
the  fact  that  the  rural  county  does  not  meet  the  standard 
relating  to  the  rate  of  commutation."  The  Act  provided  an 
alternative  commuting  standard  under  which  total  commuting 
to  all  adjacent  urban  areas  may  be  counted  in  determining 
whether  a  rural  county  meets  the  commutation  standards. 

OBRA  1987  required  that  the  rural  standardized  amounts  be 
adjusted  to  ensure  that  aggregate  payments  to  rural  hospitals 
not  affected  by  this  provision  neither  increase  nor  decrease. 
As  a  result,  the  Secretary  implemented  an  adjustment  of 
0.99924  for  urban  areas  and  1.00088  for  rural  areas. 
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Finally,  the  Secretary  amended  the  regulations  to  provide 
that  a  multi-campus  hospital  that  qualifies  as  a  single 
provider  must  be  paid  the  prospective  payment  rates  that 
are  determined  by  the  geographic  location  of  each  individual 
hospital  facility  within  the  multi-campus  hospital. 

D.  Establishment  of  a  Regional  Floor--  As  required  by 
OBRA  1987,  hospitals'  payments  are  based  on  the  greater  of 
the  national  average  standardized  amount  or  the  sum  of  85 
percent  of  the  national  average  standardized  amount  and  15 
percent  of  the  average  standardized  amount  for  the  census 
region  in  which  they  are  located.  For  discharges  occurring 
in  fiscal  year  1989,  all  hospitals  in  the  New  England  and 
East  North  Central  regions,  rural  hospitals  in  the  Middle 
Atlantic  and  South  Atlantic  regions,  and  hospitals  in  large 
urban  areas  and  other  urban  areas  in  the  West  North  Central 
region  will  receive  payments  based  on  the  national/regional 
blend. 

E.  Payments  to  Sole  Community  Hospitals — As  required  by 
OBRA  1987,  the  Secretary  extended  payment  adjustments  for 
volume  declines  to  those  hospitals  that  meet  the  criteria  to 
qualify  as  SCHs  but  do  not  receive  payment  under  PPS  as  a 
SCH. 

The  Secretary  clarified  the  procedure  HCFA  follows  to 
determine  the  volume  adjustment.  In  addition,  the  Secretary 
incorporated  into  the  regulations  the  definition  of  "service 
area"  and  clarified  additional  terms. 

F.  Rural  Referral  Centers — OBRA  1987  provided  that  a 
rural  hospital  with  275  beds  or  more  may  qualify  as  a 
referral  center.  The  Secretary  decided  that  the  definition 
for  determining  the  number  of  beds  for  indirect  medical 
education  purposes  will  be  used  for  determining  beds  avail- 
able for  referral  center  purposes.  Rural  referral  centers 
will  be  paid  the  standardized  amount  for  hospitals  located 
in  other  urban  areas  rather  than  the  standardized  amount  for 
hospitals  located  in  large  urban  areas. 

G.  Disproportionate  Share  Adjustment--  The  Secretary 
implemented  the  OBRA  1987  modification  to  the  dispropor- 
tionate share  adjustment  provision.  The  Act  increased  the 
disproportionate  share  adjustment  factor  from  15  percent  to 
25  percent  for  an  urban  hospital  which  qualifies  based  on 
revenues  from  state  and  local  government  sources  for  indigent 
patients.  In  addition,  the  Act  eliminated  the  15  percent  cap 
on  the  payment  adjustment  factor. 

H.  Classification  of  Capital-related  Cost  and  Direct 
Medical  Education — The  Secretary  repealed  the  consistency 
rule  that  required  the  classification  of  capital-related  and 
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direct  medical  education  costs  to  remain  constant  for  each 
hospital  during  the  transition  period. 

I .  Elimination  of  Interim  Payments  for  Indirect  Medical 
Education  Costs—The  Secretary  will  pay  for  indirect  medical 
education  costs  on  a  bill-by-bill  basis  instead  of  on  the 
basis  of  26  equal  biweekly  payments. 

J.  Indirect  Medical  Education  Costs — The  Secretary 
implemented  the  OBRA  1987  reduction  for  indirect  teaching. 
The  adjustment  was  reduced  from  approximately  8.1  percent  to 
approximately  7.7  percent. 

V.     Other  ProPAC  Recommendations 

The  Secretary's  comments  on  ProPAC  recommendations  not 
included  above  are  summarized  below. 

A.  Timely  and  Accurate  Medicare  Cost  Data — The  Secret- 
ary agreed  with  ProPAC  that  it  is  desirable  to  have  timely 
and  accurate  hospital  cost  data.  However,  the  Secretary  has 
concerns  about  the  feasibility  of  additional  improvements  in 
timeliness  because  of  the  need  to  audit  cost  reports. 
However,  as  required  by  OBRA  1987,  the  Secretary  is  in  the 
process  of  improving  and  making  more  timely  the  data  base  for 
inpatient  hospital  costs. 

B.  Capital  Institutional  Neutral itv--The  Secretary 
disagrees  with  this  recommendation.  The  Secretary  stated 
that  the  operating  costs  used  to  establish  the  standardized 
amounts  included  the  cost  of  purchased  services  that  were 
billed  separately  by  the  supplier  and  the  costs  of  services 
furnished  "under  arrangement."  Therefore,  the  Secretary 
believes  that  the  standardized  amounts  include  the  costs  of 
purchased  services  and  any  additional  amount  would  constitute 
a  duplicate  payment. 

C.  Indirect  Teaching  and  Disproportionate  Share  Ad- 
justments—  The  Secretary  supports  further  research  efforts 
to  improve  the  measurement  of  hospital  cost  variations, 
including  indirect  teaching  and  disproportionate  share. 
However,  these  adjustment  factors  are  set  by  law  and  the 
Secretary  has  no  discretion  to  change  them.  While  the 
Secretary  agrees  that  further  research  would  be  useful,  it 
is  of  lower  priority  than  other  studies,  some  of  which  are 
mandated  by  law. 

D.  Labor  Market  Area  Definitions — The  Secretary  dis- 
agreed with  this  recommendation.  The  Secretary  believes  that 
defining  labor  market  areas  on  the  basis  of  urbanized  and 
nonurbanized  areas  within  areas  classified  as  urban  and  rural 
would    create    administrative    problems.       In    addition,  the 
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Secretary  raised  a  number  of  concerns  including  the  Census 
Bureau's  definition  of  urbanized  area,  and  the  accuracy  with 
which  hospitals  would  be  assigned.  Finally,  the  Secretary 
stated  that  the  wage  differentials  are  highly  correlated  with 
and  are  already  taken  into  account  in  some  degree  through  the 
indirect  teaching  and  disproportionate  share  adjustments. 
Therefore,  these  adjustments  would  have  to  be  recalculated 
if  ProPAC's  recommendation  was  adopted  and  such  recalculation 
would  require  legislation.  However,  the  Secretary  will 
continue  to  analyze  the  Commission's  recommendation  and  will 
study  whether  any  changes  are  appropriate. 

E.  Evaluation  of  Sole  Community  Hospital  Policies — The 
Secretary  shares  ProPAC's  concerns  and  has  begun  evaluating 
current  SCH  payment  provisions.  However,  the  Secretary 
stated  that  the  problems  of  SCHs  are  not  exclusively  related 
to  the  Medicare  program.  While  Medicare  should  be  a  part  of 
the  solution,  SCHs  and  the  communities  they  serve  should 
explore  alternative  ways  to  maintain  these  hospitals.  In 
addition,  the  Secretary  will  continue  to  study  ProPAC's 
recommendation  to  assure  that  criteria  for  determining  SCH 
status  are  appropriate. 

F.  Evaluation  of  PRO  Review  and  Quality  of  Care — While 
the  Secretary  agrees  in  principle,  he  does  not  believe  that 
the  such  a  study  is  feasible  given  the  transitional  nature 
of  the  PRO  program  during  the  targeted  time  period.  Furth- 
er, the  Secretary  stated  that  there  is  not  a  consistent  data 
base  on  which  to  perform  the  longitudinal  analysis. 

The  Secretary  is  in  the  process  of  evaluating  PRO  criteria 
to  ensure  that  they  are  applied  appropriately  and  that  the 
medical  determinations  are  accurate.  An  independent  con- 
tractor, SysteMetrics,  Inc.  (the  SuperPRO)  will  review  a 
sample  of  PRO  cases  and  analyze  criteria  over  the  next  year. 

The  Secretary  agreed  that  the  PRO  program  should  focus  on 
outcomes  of  care.  As  a  result,  a  uniform,  accurate  screen- 
ing procedure  using  clinical  data  abstracted  from  individual 
records  is  being  developed.  Finally,  the  Secretary  agreed 
that  the  appropriate  mix  of  cases  in  all  areas  should  be 
examined  along  with  the  number  of  reviews  and  type  of  tools 
needed  to  identify  quality  problems.  A  task  force  has  been 
convened  to  ensure  that  PROs  will  take  more  consistent 
actions  to  improve  quality  of  care  when  problems  are  iden- 
tified. 

G.  Improvements  to  Case  Mix  Measurement — -The  Secretary 
stated  his  commitment  to  further  DRG  refinement.  However, 
the  Secretary  continues  to  oppose  the  use  of  technology- 
specific  DRGs. 
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H.  Coding  Improvements — The  Secretary  disagrees  that 
the  current  system  for  coding  changes  is  not  timely,  sys- 
tematic, and  consultative.  The  Secretary  believes  that  the 
time  allotted  to  this  process  is  necessary  to  permit  con- 
sideration of  input  from  outside  groups  before  making  a  final 
decision  regarding  coding. 

The  Secretary  agrees  that  problems  still  exist  with  coding 
of  AMIs  and  will  continue  to  work  and  improve  the  guidelines 
and  coding  definitions. 
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APPENDIX  B 


SUMMARY  OF  THE  COMMISSION'S   1988  RECOMMENDATIONS 
AND  THE  SECRETARY'S  RESPONSES 

The  following  section  provides  a  summary  of  the  Commission 
recommendations,  the  Secretary's  responses  and  the  Commis- 
sion's response.     It  is  organized    as  follows: 

o  First  the  Commission's  recommendation,  as  stated  in 
the  March  1988  Report,   is  provided. 

o  Then  the  Secretary's  response  to  the  recommendation 
is  summarized.  This  response  was  contained  in  the 
Proposed  Rule  issued  May  27,  1988,  by  the  Department 
of  Health  and  Human  Services,  Health  Care  Financing 
Administration,  (Federal  Register  53(103)19498- 
19540) . 

o  The  Commission's  comment  on  the  NPRM,  as  transmitted 
July  14,   1988,   is  summarized. 

o  Finally,  the  Secretary's  final  action,  as  contained 
in  the  final  PPS  rule,  is  provided.  The  final  rule 
was  issued  September  30,  1988  (Federal  Register 
53(190)  38476-38640) 

In  some  cases,  the  Commission's  comment  follows  more  than  one 
recommendation . 


UPDATING  PPS  PAYMENTS  AND  RATE  OF  INCREASE 

ProPAC  Recommendation  1:  Amount  of  the  Update  Factor  for  PPS 
Hospitals 

For  fiscal  year  1989,  the  standardized  amounts  should  be 
updated  by  the  following  factors: 

o  An  average  1.1  percent  reduction  to  reflect  first-year 
PPS  cost  information.  This  reduction  entails  separate 
adjustments  for  urban  and  rural  hospitals  of  1.2  and  0.4 
percent,  respectively; 

o  The  projected  increase  in  the  hospital  market  basket 
(currently  estimated  to  be  5.1  percent); 

o  A  discretionary  adjustment  factor  of  1.4  percentage 

points  composed  of  the  following: 


A  positive  allowance  for  scientific  and  technologi- 
cal advancement,  offset  by  an  equal  negative 
allowance  for  productivity  improvement,  with  no 
adjustment  for  site-of-care  substitution;  and 

A  positive  allowance  for  real  case-mix  change 
(currently  estimated  to  be  1.4  percent). 

In  addition,  the  DRG  weights  should  be  adjusted  to  remove  any 
increase  in  the  average  DRG  weight  occurring  during  fiscal 
year  1988   (currently  estimated  to  be  1.5  percent). 

This  recommendation  reflects  the  Commission's  judgment  about 
the  appropriate  increase  in  the  level  of  PPS  prices  for 
fiscal  year  1989.  It  assumes  that  the  Commission's  other 
concerns  regarding  the  payment  formula  and  the  DRG  weighting 
factors  are  also  addressed  in  the  fiscal  year  1989  payment 
rates . 

ProPAC  Recommendation  2:  Adjustment  to  the  Level  of  the 
Standardized  Amounts 

The  update  factor  for  fiscal  years  1989  and  1990  should 
include  an  adjustment  to  lower  the  standardized  amounts  an 
average  of  1.1  percent  each  year.  The  urban  standardized 
amount  should  be  reduced  by  1.2  percent,  and  the  rural  amount 
by  0.4  percent.  The  adjustments  are  based  on  the  Commis- 
sion's judgment  of  how  information  on  average  Medicare  costs 
per  case  from  the  first  year  of  PPS  should  be  incorporated 
into  the  update  factor. 

ProPAC  Recommendation  3:  Allowance  for  Scientific  and 
Technological  Advancement  and  Productivity  Goals,  and  Site- 
of-Care  Substitution 

For  fiscal  year  1989,  the  net  allowance  for  scientific  and 
technological  advancement,  productivity  improvement,  and 
site-of-care  substitution  in  the  discretionary  adjustment 
factor  should  be  zero. 

ProPAC  Recommendation  4:     Adjustments  for  Case-Mix  Change 

For  fiscal  year  1989,  the  update  of  PPS  standardized  amounts 
should  be  adjusted  for  case-mix  change  in  the  following 
manner: 

o      A   positive    allowance    in   the    DAF   of    0.5    percent  for 
within-DRG  case-complexity  change; 

o      A   positive    allowance    in   the   DAF   of    0.9    percent  for 
across-DRG  patient-distributional  change;  and 
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o  An  across-the-board  reduction  in  the  DRG  weights  for 
increases  in  the  case-mix  index  during  fiscal  year  1988, 
currently  estimated  to  be  1.5  percent. 

Secretary's  Response 

The  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA  1987) 
mandated  the  percentage  increases  for  hospitals  under  PPS  for 
fiscal  year  1989.  The  Secretary  estimates  a  4.8  percent 
increase  in  the  market  basket  forecast,  therefore  the  updates 
would  be: 

3.3  percent  for  hospitals  located  in  rural  areas; 
2.8   percent   for  hospitals   located  in  large  urban 
areas ; 

2.3  percent  for  hospitals  located  in  other  urban 
areas . 

The  Secretary  recommended  for  fiscal  year  1989  an  update 
consistent  with  the  Bipartisan  Budget  Summit  Agreement  (the 
OBRA  1987  update) .  The  Secretary  believes  that  this  update 
is  sufficient  to  ensure  the  continued  provision  of  high 
quality  of  care  to  Medicare  beneficiaries.  In  addition,  the 
Secretary  stated  that  a  higher  update  is  necessary  than  in 
prior  years  due  to  the  decline  in  operating  margins. 
However,  an  update  lower  than  the  market  basket  was  needed 
to  encourage  the  hospital  industry  to  better  control  its 
costs  and  to  permit  the  Medicare  program  to  share  in  the 
benefits  of  changes  in  hospital  operation  since  PPS. 

The  Secretary  did  not  provide  specific  information  regarding 
the  various  components  of  the  update  factor  to  support  this 
recommendation . 

ProPAC ' s  Comment 

The  Commission  does  not  believe  that  the  existence  of  this 
agreement  suspends  its  mandate  to  provide  independent 
judgment  about  the  appropriate  update  factor.  Therefore,  we 
have  continued  to  use  the  same  process  and  consistent 
methodology  to  arrive  at  an  update  recommendation. 

The  Commission  expressed  concern  that  the  hospital  wage 
forecasts  included  in  the  market  basket  forecasts  for  fiscal 
years  1988  and  1989  are  not  consistent  with  the  actual  recent 
experience  of  hospitals.  In  the  experience  and  judgment  of 
the  Commission,  hospital  wages  are  rising  faster  than  the  5 
percent  range  included  in  current  forecasts.  The  Commission 
believes  that  the  Secretary  should  review  the  forecasting 
methodology,  and  perhaps  discuss  the  issue  of  hospital  wage 
forecasting  in  the  regulations. 
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Final  Action 

The  increase  in  the  market  basket  forecast  is  5.4  percent. 
Therefore,  the  final  update  factors  are: 

3.9  percent  for  hospitals  located  in  rural  areas; 
3.4   percent   for  hospitals   located  in  large  urban 
areas ; 

2.9  percent  for  hospitals  located  in  other  urban 
areas . 

The  Secretary  did  not  include  a  discussion  of  the  hospital 
forecasting  methodology. 

ProPAC  Recommendation  5:  Update  Factor  for  Excluded  Hospi- 
tals and  Distinct-Part  Units 

For  fiscal  year  1989,  a  target  rate-of-increase  factor, 
separate  from  the  PPS  update  factor,  should  be  used  to  update 
payment  rates  for  the  group  of  psychiatric,  rehabilitation, 
and  long-term  care  hospitals  and  hospital  distinct-part  units 
excluded  from  PPS.  The  target  rate-of-increase  factor  should 
reflect  the  projected  increase  in  the  hospital  market  basket 
for  these  hospitals,  corrected  for  forecast  errors.  The  net 
allowance  for  scientific  and  technological  advancement  and 
productivity  should  be  zero,  consistent  with  the  targets 
established  for  PPS  hospitals. 

For  fiscal  year  1989,  the  target  rate-of-increase  factor  for 
children's  hospitals  and  distinct-part  units  should  reflect 
the  projected  increase  in  the  hospital  market  basket  for  PPS 
hospitals,  corrected  for  forecast  error.  The  net  allowance 
for  scientific  and  technological  advancement  and  productivity 
should  be  zero. 

Secretary's  Response 

OBRA  1987  mandated  a  rate  of  increase  for  hospitals  and  units 
excluded  from  PPS  equal  to  the  market  basket.  Therefore,  the 
update  for  these  hospitals  and  units  would  be  4.8  percent. 
The  Secretary  agrees  with  this  update  but  provided  no 
additional  information  to  support  this  recommendation. 

ProPAC ' s  Comment 

No  comment. 

Final  Action 

The  update  in  the  target  rate  for  these  hospitals  and  units 
is  equal  to  the  forecasted  increase  in  the  hospital  market 
basket,   5.4  percent. 
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ProPAC  Recommendation  6 :  Timely  and  Accurate  Medicare  Cost 
Data 

Availability  of  reliable  and  timely  data  is  a  critical 
priority  for  decision  making.  While  significant  improvements 
have  been  made  in  Medicare  cost  data  timeliness,  the  Commis- 
sion is  concerned  about  the  quality  of  these  data  for  use  in 
policy  development.  Therefore,  the  Secretary  should  consider 
improvements  to  the  data  to  better  reflect  the  costs  of 
treating  Medicare  beneficiaries  and  to  ensure  comparability 
of  data  over  time. 

Secretary's  Response 

The  Secretary  agrees  with  ProPAC  that  it  is  desirable  to  have 
timely  and  accurate  hospital  cost  data.  However,  the 
Secretary  has  concerns  as  to  the  feasibility  of  additional 
improvements  because  of  the  need  to  audit  cost  reports. 
However,  as  required  by  OBRA  1987,  the  Secretary  is  improving 
and  making  more  timely  the  data  base  for  inpatient  hospital 
costs 

ProPAC 1 s  Comment 
No  comment. 
Final  Action 

No  change. 


ADJUSTMENTS  TO  THE  PPS  PAYMENT  FORMULA 

ProPAC  Recommendation  7 :     Capital  Institutional  Neutrality 

The  Secretary  should  provide  supplemental  payments  to 
hospitals  for  inpatient-related  capital  costs  incurred  at 
other  facilities.  Such  supplemental  payments  should  continue 
until  capital  is  incorporated  into  the  PPS  payment  rate. 

Secretary's  Response 

The  Secretary  disagrees  with  this  recommendation.  The 
Secretary  states  that  the  operating  cost  data  used  to 
establish  the  standardized  amounts  include  the  cost  of 
purchased  services  performed  billed  separately  by  the 
supplier  and  the  cost  of  services  furnished  "under  arrange- 
ments". Therefore,  the  Secretary  believes  the  standardized 
amounts  include  the  costs  of  purchased  services  and  that  any 
additional  amount  would  constitute  a  duplicate  payment. 
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ProPAC ' s  Comment 


The  Commission  continues  to  believe  that  the  institutional 
neutrality  adjustment  is  needed  to  equalize  the  incentives 
to  offer  a  service  in-house  or  to  purchase  it  from  another 
provider. 

Final  Action 

The  Secretary  continues  to  disagree  that  an  institutional 
neutrality  adjustment  is  necessary.  The  Secretary  stated 
that  they  had  not  been  advised  of  any  empirical  evidence  that 
hospitals  now  have  a  greater  opportunity  to  purchase  services 
that  involve  capital-related  costs  than  prior  to  PPS. 
Further,  the  Secretary  stated  that  if  such  an  adjustment  were 
implemented,  a  reduction  in  the  standardized  rates  would  be 
necessary  to  ensure  that  no  duplicate  payments  are  made. 
Finally,  the  Secretary  stated  that  Medicare  should  not 
provide  hospitals  with  an  incentive  to  purchase  services 
rather  than  to  develop  the  in-house  capability. 

ProPAC  Recommendation  8s  Indirect  Teaching  and  Dispropor- 
tionate Share  Adjustments 

The  indirect  costs  of  teaching  and  the  costs  of  serving  a 
disproportionate  share  of  low-income  patients  should  be 
recognized  through  the  use  of  data-based  adjustments  to 
hospital  PPS  payments.  These  adjustments  should  be  re- 
estimated  annually  using  the  most  recent  cost  data  available. 
The  Secretary  should  support  further  research  efforts  to 
improve  measurement  of  the  sources  of  hospital  cost  varia- 
tion. Results  of  this  research  could  be  employed  to  improve 
the  overall  structure  of  PPS  payments. 

Secretary's  Response 

The  Secretary  supports  further  research  efforts  to  improve 
the  measurement  of  hospital  cost  variations,  including 
indirect  teaching  and  disproportionate  share.  However,  these 
adjustment  factors  are  set  by  law  and  the  Secretary  has  no 
discretion  to  change  them.  While  the  Secretary  agrees  that 
further  research  would  be  useful,  he  indicated  it  is  of  lower 
priority  than  other  studies,  some  of  which  are  mandated  by 
law. 

ProPAC ' s  Comment 

While  the  Commission  recognizes  that  the  level  of  the 
indirect  medical  and  disproportionate  share  adjustments  are 
set  by  Congress,  it  believes  continued  analysis  and  review 
of  payment  adjustments  are  necessary  to  assure  appropriate 
levels  and  distribution  of  payments. 
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Final  Action 
No  change. 

ProPAC  Recommendation  9:  Labor  Market  Area  Definitions 

The  Commission  continues  to  believe  that  the  current  hospital 
labor  market  area  definitions  are  seriously  flawed.  These 
definitions  can  be  improved  substantially  with  currently 
available  data.  Therefore,  the  Secretary  should  adopt  the 
following  definitions  of  hospital  labor  market  areas: 

o  For  urban  areas,  the  Secretary  should  modify  the 
current  Metropolitan  Statistical  Areas  (MSAs)  to 
distinguish  between  central  and  outlying  areas.  The 
central  area  should  be  defined  using  urbanized  areas 
as  designated  by  the  Census  Bureau. 

o  For  rural  areas,  the  Secretary  should  distinguish 
between  urbanized  rural  counties  and  other  rural 
counties  within  each  state.  Urbanized  rural 
counties  should  be  defined  as  counties  with  a  city 
or  town  having  a  population  of  25,000  or  greater. 


The  implementation  of  improved  definitions  should  not  result 
in  any  change  in  aggregate  hospital  payments.  Furthermore, 
these  definitions  should  not  affect  the  assignment  of 
hospitals  to  urban  or  rural  areas  for  purposes  of  determining 
standardized  amounts. 

Secretary's  Response 

The  Secretary  disagrees  with  this  recommendation.  The 
Secretary  believes  that  defining  labor  market  areas  on  the 
basis  of  urbanized  and  nonurbanized  areas  within  areas 
classified  as  urban  and  rural  would  create  administrative 
problems.  In  addition,  the  Secretary  raised  a  number  of 
concerns  including  the  Census  Bureau's  definition  of  ur- 
banized area,  and  the  accuracy  with  which  hospitals  would  be 
assigned  to  urbanized  areas.  Finally,  the  Secretary  stated 
that  the  wage  differentials  are  highly  correlated  with,  and 
are  already  taken  into  account  in  some  degree  through,  the 
indirect  teaching  and  disproportionate  share  adjustments. 
Therefore,  these  adjustments  would  have  to  be  recalculated 
if  ProPAC s  recommendation  were  adopted  and  implementation 
would  require  legislation. 
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ProPAC ' s  Comment 


The  Commission  agrees  that  these  boundaries  are  not  widely 
known  and  recognized.  However,  we  believe  the  improvement 
in  payment  equity  achieved  by  grouping  hospitals  that  face 
similar  market  conditions  and  have  similar  wages  far  out- 
weighs the  administrative  cost  of  having  hospitals  learn 
about  urbanized  area  definitions.  We  also  believe  the 
Secretary  could  develop  an  appeals  process,  if  necessary,  for 
hospitals  in  rapidly  growing  areas.  We  do  not  believe  that 
population  density  is  changing  so  rapidly  throughout  the 
country  that  an  appeals  process  would  become  an  undue  burden. 

In  addition,  the  Commission  believes  that  hospitals  can  be 
accurately  assigned  to  urbanized  areas.  A  report  to  address 
this  issue  was  transmitted  to  the  Secretary.  This  report 
describes  a  step-by-step  process  for  determining  whether  an 
urban  hospital  is  located  in  the  urbanized  area  of  an  MSA. 

Finally,  the  Commission  disagrees  that  indirect  teaching  and 
disproportionate  share  adjustments  at  the  hospital  level  are 
sufficient.  For  example,  this  approach  fails  to  account  for 
the  higher  wages  of  hospitals  in  urbanized  areas  that  do  not 
have  teaching  programs  or  that  are  not  disproportionate  share 
hospitals . 

In  summary,  the  administrative  concerns  described  in  the 
Secretary's  response  can  be  addressed,  and  do  not  outweigh 
the  improvement  in  payment  equity  that  can  be  achieved  by  our 
recommendation . 

Final  Action 

The  Secretary  continues  to  reject  this  recommendation.  The 
Secretary  stated  that  further  reclassification  of  hospitals 
would  be  confusing  and  difficult  to  administer.  In  addition, 
it  could  create  numerous  situations  in  which  hospitals 
perceive  they  have  been  disadvantaged.  However,  the  Secreta- 
ry will  continue  to  analyze  the  Commission's  recommendation 
during  the  coming  year,  and  will  study  whether  any  changes 
are  appropriate. 

ProPAC  Recommendation  10:  Evaluation  of  Sole  Community 
Hospital  Policies  for  Protecting  Medicare  Beneficiary  Access 
to  Hospital  Services  in  Isolated  Rural  Areas 

Using  the  most  recent  data  available,  the  Secretary  should 
immediately  initiate  an  evaluation  of  the  adequacy  of  current 
sole  community  hospital  policies  for  protecting  isolated 
rural  hospitals.  Based  on  this  evaluation,  the  Secretary 
should  develop  policies  to  ensure  that  PPS  payment  policy 
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does  not  jeopardize  Medicare  beneficiaries'  access  to 
inpatient  hospital  care  in  isolated  rural  areas. 

Secretary's  Response 

The  Secretary  shares  ProPAC's  concerns  and  has  begun  evaluat- 
ing current  SCH  payment  provisions.  However,  the  Secretary 
stated  that  the  problems  of  SCHs  are  not  exclusively  related 
to  the  Medicare  program.  While  Medicare  should  be  a  part  of 
the  solution,  SCHs  and  the  communities  they  serve  should 
explore  alternative  ways  to  maintain  these  hospitals. 

ProPAC  Recommendation  11:  Clarification  of  Sole  Community 
Hospital  Designation  Criteria 

Before  fiscal  year  1989  begins,  the  Secretary  should  issue 
guidelines  for  interpreting  the  criteria  used  by  HCFA 
regional  offices  to  designate  Sole  Community  Hospitals.  The 
guidelines  should  be  structured  to  provide  greater  uniformity 
in  the  standards  used  to  designate  SCHs.  The  Secretary 
should  also  assess  whether  the  criteria  themselves  can  be 
improved  to  better  define  sole  hospital  providers  of  care  to 
isolated  populations. 

Secretary's  Response 

The  Secretary  agrees  with  ProPAC's  conclusion  that  it  is 
desirable  to  have  as  much  uniformity  as  possible  in  inter- 
preting the  criteria  for  determining  sole  community  hospital 
status.  The  Secretary  noted,  however,  the  need  to  balance 
uniformity  against  consideration  of  special  local  conditions 
in  the  determination  process.  The  Secretary  is  satisfied 
that  this  balance  is  met  by  the  current  designation  process 
of  decentralized,  regional  office  implementation  of  HCFA's 
general  criteria.  Further,  the  Secretary  noted  that  there 
has  been  little  criticism  of  the  current  designation  process 
from  hospitals. 

In  addition,  the  Secretary  will  clarify  the  procedure  HCFA 
follows  to  determine  the  volume  adjustment.  Finally,  the 
Secretary  would  incorporate  into  the  regulations  the  defini- 
tion of  "service  area"  and  would  clarify  additional  terms. 

ProPAC's  Comment  to  the  Secretary's  Response  on  Recommenda- 
tions 10  and  11 

The  Commission  is  pleased  that  Congress  has  legislated  the 
intent  of  this  recommendation  and  the  Secretary  is  implement- 
ing it. 

As  outlined  in  the  rule,  however,  the  procedure  by  which  a 
hospital  may  apply  for  a  volume  adjustment  potentially  could 
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be  quite  lengthy.  In  addition,  this  clarification  has  raised 
additional  concerns  not  immediately  evident  in  previous 
rules . 

In  particular,  we  continue  to  be  concerned  about  the  defini- 
tion of  hospital  market  area  used  to  define  market  area 
dominance.  The  Commission  also  is  disappointed  that  the 
Secretary  did  not  consider  allowing  hospitals  the  option  to 
demonstrate  geographic  isolation  based  on  travel  time  rather 
than  distance. 

Further,  the  Commission  is  concerned  that  without  more 
detailed  instructions  to  both  the  hospitals  and  the  inter- 
mediaries, confusion  will  continue  as  to  the  type  of  informa- 
tion that  is  required  to  document  each  criterion. 

Finally,  the  Commission  will  continue  to  evaluate  the 
financial  protections  afforded  under  current  policy.  In 
addition,  the  Secretary  should  undertake  a  comparable  study 
and  provide  technical  assistance  to  the  public  to  evaluate 
the  effectiveness  of  these  protections. 

Final  Action 

The  Secretary  stated  that  he  will  continue  to  study  ProPAC's 
recommendation  to  assure  that  the  criteria  for  determining 
which  hospitals  are  the  sole  source  of  care  for  Medicare 
beneficiaries  are  appropriate.  In  addition,  the  Secretary 
will  continue  to  study  the  definition  of  hospital  market  area 
and  the  effectiveness  of  the  current  SCH  protection. 


QUALITY  OF  CARE 

ProPAC  Recommendation  12 :  Evaluation  of  PRO  Review  and 
Quality  of  Care 

The  Secretary  should  review  and  synthesize  the  findings  of 
Peer  Review  Organizations  over  the  past  four  years.  A  major, 
comprehensive  evaluation  of  PROs  and  their  impact  on  quality 
of  care  should  follow.  The  evaluation  should  focus  on  issues 
of  access  to  and  use  of  services,  patterns  of  denials,  and 
instances  of  poor  quality  care.  Issues  related  to  expendi- 
ture control  and  efficient  administration  of  PRO  contract 
requirements  should  be  secondary  to  broader  quality  of  care 
evaluative  goals.  The  assessment  should  evaluate  and  compare 
criteria  used  to  make  judgments  about  when  care  is  appropria- 
te. Finally,  this  major  study  should  assist  the  Secretary 
in  developing  and  implementing  mechanisms  for  expanded  PRO 
review  of  episodes  of  care  that  are  patient-oriented  rather 
than  institution-oriented. 
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Secretary's  Response 


While  the  Secretary  agrees  in  principle,  he  does  not  believe 
that  such  a  study  is  feasible  given  the  transitional  nature 
of  the  PRO  program  during  the  targeted  time  period.  Further, 
he  indicated  that  there  is  not  a  consistent  data  base  on 
which  to  perform  the  longitudinal  analysis. 

The  Secretary  is  evaluating  PRO  criteria  to  ensure  that  they 
are  applied  appropriately  and  that  the  medical  determinations 
are  accurate.  An  independent  contractor,  SysteMetrics,  Inc 
(the  SuperPRO) ,  will  review  a  sample  of  PRO  cases  and  analyze 
criteria  over  the  next  year. 

The  Secretary  agrees  that  the  PRO  program  should  focus  on 
outcomes  of  care.  As  a  result,  uniform,  accurate  screening 
procedures  using  clinical  data  abstracted  from  the  individual 
records  are  being  developed.  In  addition,  the  Secretary 
cited  a  study  being  conducted  by  the  Institute  of  Medicine 
(IOM)  regarding  quality  of  care.  Finally,  the  Secretary 
agrees  that  the  appropriate  mix  of  cases  in  all  areas  should 
be  examined  along  with  the  number  of  reviews  and  type  of 
tools  needed  to  identify  quality  problems.  A  task  force  has 
been  convened  to  ensure  that  PROs  will  take  more  consistent 
actions  to  improve  quality  of  care  when  problems  are  iden- 
tified. 

ProPAC 1 s  Comment 

The  Commission  agrees  that  there  are  limitations  in  available 
data,  we  nevertheless  do  not  believe  that  consistent  lon- 
gitudinal data  are  a  prerequisite  to  the  type  of  evaluation 
which  we  have  suggested. 

We  likewise  do  not  believe  that  other  activities,  such  as 
those  being  undertaken  on  a  pilot  basis,  or  between  HCFA  and 
individual  PROs,  or  through  the  SUPERPRO,  constitute  accep- 
table substitutes  for  a  major  evaluation  of  the  results  of 
the  PRO  program.  We  believe  that  such  an  evaluation  would 
assist  those  undertaking  the  IOM  study  cited  by  the  Secretary 
also.  For  these  reasons,  the  Commission  continues  to  believe 
that  the  Secretary  should  undertake  or  contract  for  a  major 
evaluation  of  findings  from  the  PRO  program. 

Final  Action 

The  Secretary  continues  to  believe  that  the  lack  of  lon- 
gitudinal data  prevents  HHS  from  making  the  type  of  evalua- 
tion requested.  The  Secretary  believes  that  data  that 
measure  outcomes  of  encounters  with  the  health  care  delivery 
system  are  the  true  measures  of  the  effectiveness  of  PROs. 
Therefore,  the  Secretary  is  conducting  studies  to  determine 
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which  clinical  data  should  be  collected  to  measure  these 
outcomes  over  time.  This  data  would  also  be  used  by  PROs  to 
identify  potential  problems  cases  and  aberrant  practice 
patterns . 


PATIENT  CLASSIFICATION  AND  CASE-MIX  MEASUREMENT 

ProPAC  Recommendation  13 :     Improvements  to  Case  Mix 

The  Commission  continues  to  believe  that  the  DRG  system  is 
the  best  available  measure  of  hospital  case  mix  for  the 
Medicare  PPS.  The  Secretary  should  continue,  however,  to 
refine  the  DRGs  to  improve  the  equity  of  hospital  payments 
and  update  the  DRGs  to  account  for  changing  technology.  The 
Secretary  should  focus  on  generic  improvements  through  the 
use  of  patient  data  currently  available  from  the  discharge 
abstract.  The  Secretary  should  also  consider  the  use  of 
temporary,  technology-specific  DRGs  whenever  assignment  to 
existing  DRGs  is  not  appropriate. 

Secretary's  Response 

The  Secretary  stated  his  commitment  to  further  DRG  refine- 
ment. However,  the  Secretary  continues  to  oppose  the  use  of 
technology-specific  DRGs. 

ProPAC 1 s  Comment 

The  Commission  encourages  the  Secretary  to  complete  the 
research  related  to  improvements  in  case-mix  measurement 
through  refinements  in  the  use  of  complications  and  comor- 
bidities. We  hope  the  Secretary  will  consult  with  us  in  the 
development  of  new  policies  as  the  results  of  this  research 
become  available. 

Final  Action 

No  change. 

ProPAC  Recommendation  14:     Coding  Improvements 

The  Secretary  should  formalize  a  more  timely,  systematic  and 
consultative  approach  to  considering  ICD-9-CM  codes  for  new 
diagnoses,  procedures,  devices,  and  other  treatments.  When 
new  codes  are  considered  and  created,  both  coding  and 
clinical  specialists  should  be  involved.  The  Commission 
continues  to  support  its  previous  recommendations  that  the 
Secretary  review  Chapter  16  codes  and  coding  procedures. 
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Secretary's  Response 


The  Secretary  disagrees  that  the  current  system  for  coding 
changes  is  not  timely,  systematic,  and  consultative.  The 
Secretary  believes  that  the  time  allotted  to  this  process  is 
necessary  to  permit  consideration  of  input  from  outside 
groups  before  making  a  final  decision  regarding  coding. 

The  Secretary  agrees  that  problems  still  exist  with  coding 
of  AMIs  and  will  continue  to  work  and  improve  the  guidelines 
and  coding  definitions.  In  addition,  the  necessity  of  codes 
for  partial  joint  replacements  is  a  topic  for  the  July  1988 
meeting  of  the  ICD-9-CM  Coordination  and  Maintenance  Commit- 
tee and  will  be  addressed  next  year. 

Commission  Response 

The  Commission  agrees  with  the  importance  clearly  assigned 
by  the  Secretary  to  identification  and  correction  of  coding 
problems.  The  ICD-9-CM  Coordination  and  Maintenance  Commit- 
tee also  deserves  recognition  for  the  attention  it  gives  to 
issues  brought  to  it  by  the  public.  However,  the  Commission 
continues  to  encourage  a  more  timely  process.  The  AMI  codes 
are  a  case  in  point. 

Final  Action 

The  Secretary  stated  that,  as  a  result  of  various  meetings, 
new  AMI  codes  will  be  presented  at  the  December  1988  meeting. 
It  is  possible  that  these  codes  could  be  implemented  by 
October  1989.  In  addition,  the  Secretary  anticipates  that 
this  will  result  in  additional  improvements  that  will  be 
made  to  the  guidelines,  and  the  indexing  in  the  use  of  all 
diagnoses  codes  in  the  circulatory  system  chapter  of  ICD-9- 
CM. 


DRG  CLASSIFICATION  AND  WEIGHTING  FACTORS 

ProPAC  Recommendation  15:  Method  of  Recalibrating  the  DRG 
Weights 

The  DRG  weights  should  be  annually  recalibrated  on  the  basis 
of  costs  rather  than  charges.  The  Secretary  should  implement 
cost-based  weights  starting  with  the  fiscal  year  1989 
recalibration.  The  Commission  is  concerned,  however,  about 
the  current  Medicare  cost-finding  methods  for  estimating 
costs.  The  limitations  of  the  Medicare  cost  report  data  may, 
in  some  cases,  produce  imprecise  DRG  weights.  Thus,  the 
Secretary  should  verify  the  accuracy  of  the  cost  report  data 
and  implement  changes  as  necessary. 
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Secretary's  Response 


The  Secretary  proposed  using  the  same  methodology  for  fiscal 
year  1989  recalibration  as  was  used  for  fiscal  year  1988. 
That  is,  the  weights  would  be  recalibrated  based  on  charge 
data  for  Medicare  discharges  in  the  fiscal  year  1987  MEDPAR 
file.  The  Secretary  plans  to  examine  the  feasibility  of 
developing  cost-based  DRG  relative  weights  for  fiscal  year 
1990. 

ProPAC • s  Comment 

The  Commission  is  disappointed  that  the  Secretary  did  not 
take  steps  to  implement  cost-based  DRG  relative  weights  for 
fiscal  year  1989.  ProPAC  continues  to  believe  that  using 
charges  adjusted  to  estimate  costs  is  preferable  to  using 
charges  alone.  We  are  encouraged,  however,  that  the  Secreta- 
ry plans  to  examine  the  feasibility  of  developing  cost-based 
weights  for  fiscal  year  1990. 

ProPAC  agrees  with  the  Secretary  that  the  most  recently 
available  data  should  be  used  for  recalibrating  the  DRG 
weights.  The  Commission  did  not  recommend  that  any  data 
other  than  the  most  recent  charge  data  should  be  used  for 
recalibrating  the  weights.  Timely  data  are  critical  for 
maintaining  weights  that  reflect  the  rapid  advances  in 
medical  technology  and  resulting  changes  in  treatment 
patterns.  The  use  of  recent  data,  however,  does  not  preclude 
the  implementation  of  cost-based  weights.  By  using  the  best 
set  of  cost  reports  available,  and  trending  forward  the  cost 
data  for  the  few  hospitals  where  recent  data  are  not  avail- 
able, timely  cost-based  weights  can  be  achieved. 

Final  Action 

The  Secretary  stated  that  time  constraints  preclude  the 
adoption  of  ProPAC 's  recommendation  for  fiscal  year  1989. 
However,  the  Secretary  believes  that  recalibration  of  DRG 
weights  using  costs  requires  further  consideration.  As  a 
result,  the  Secretary  plans  to  examine  the  feasibility  of 
developing  cost-based  weights  for  fiscal  year  1990. 

ProPAC  Recommendation  16:     Improvements  to  DRG  4  68 

The  Secretary  should  reassign  cases  from  DRG  4  68  to  existing 
surgical  DRGs.  These  cases  should  be  reassigned  using 
secondary,  rather  than  principal,  diagnoses.  Cases  that  can 
be  reassigned  to  more  than  one  DRG  should  be  assigned  to  the 
DRG  with  the  highest  relative  weight. 
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Secretary's  Response 


The  Secretary  rejected  ProPAC's  recommendation  stating  that 
it  would  not  produce  improved  definitions.  The  Secretary 
believes  that  if  the  recommendation  were  adopted  the  net 
effect  of  the  redistribution  of  DRG  468  cases  would  make  the 
current  DRGs  less  homogeneous  from  both  a  clinical  and 
statistical  perspective. 

The  Secretary,  however,  proposes  several  DRG  classification 
changes  in  order  to  reduce  unnecessary  assignment  of  cases 
to  DRG  468.  For  example,  if  procedure  code  54.95  (Incision 
of  Peritoneum)  is  performed  with  a  principal  diagnosis  in  MDC 
11  (Diseases  and  Disorders  of  the  Kidney  and  Urinary  Tract) 
such  as  585  (Chronic  Renal  Failure)  it  is  grouped  to  DRG  468. 
This  procedure  code  would  be  added  to  the  list  of  operating 
room  procedures  in  DRG  315  (Other  Kidney  and  Urinary  Tract 
OR  Procedures) . 

In  addition,  the  Secretary  proposes  to  create  two  new  DRGs 
to  address  some  of  the  problems  in  DRG  468.  These  would  be 
DRG  476,  Prostatic  OR  Procedure  Unrelated  to  Principal 
Diagnosis,  and  DRG  477,  Non-extensive  OR  Procedure  Unrelated 
to  Principal  Diagnosis.  DRG  468  was  renamed  to  Extensive  OR 
Procedure  Unrelated  to  Principal  Diagnosis. 

ProPAC ■ s  Comment 

The  Commission  believes  that  the  Secretary's  approach 
represents  an  improvement  over  current  policy.  Our  analysis 
of  average  resource  use  indicates  that  the  new  DRGs  proposed 
by  the  Secretary  are  more  homogeneous  than  DRG  4  68.  A 
substantial  number  of  cases  will  continue  to  be  assigned  to 
DRG  468,  however.  We  believe  the  Secretary  should  reexamine 
his  reasons  for  rejecting  ProPAC's  approach. 

We  agree  that  our  approach  may  lead  to  changing  DRG  assign- 
ments because  of  changes  in  Medicare  relative  weights  over 
time  or  because  of  differences  between  Medicare  relative 
weights  and  relative  weights  based  on  data  from  other  payers. 
The  Secretary  could  address  this  problem  by  creating  a 
surgical  hierarchy  for  DRG  4  68  cases  with  multiple  DRGs  based 
on  secondary  diagnoses. 

Final  Action 

The  Secretary  continued  to  reject  ProPAC's  recommendation. 
However,  the  Secretary  stated  that  HHS  will  continue  to  study 
this  recommendation  even  though  there  are  reservations. 
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ProPAC  Recommendation  17  %     Burn  Hospitals  and  Units 

The  Commission  supports  the  intent  of  current  legislation 
temporarily  increasing  outlier  payments  for  burn  DRGs. 
However,  the  Commission's  preliminary  analysis  indicates  that 
the  increase  in  outlier  payments  is  appropriate  only  for 
those  cases  treated  in  specialized  burn  centers  and  units. 
The  Commission  will  examine  this  topic  further  and  submit 
additional  recommendations  to  the  Congress  and  the  Secretary 
of  Health  and  Human  Services  as  required  by  OBRA  1987,  Pub. 
L.  100-203. 

Secretary's  Response 

The  Secretary  implemented  the  changes  required  by  OBRA  1987, 
thereby  increasing  the  marginal  cost  factor  to  90  percent  for 
burn  outlier  cases.  While  the  Secretary  recognizes  the 
Commission's  concern  that  the  increase  in  outlier  payments 
may  be  appropriate  only  for  those  cases  treated  in  burn 
hospitals  and  units,  he  does  not  believe  that  it  is  ap- 
propriate to  create  a  new  class  of  hospitals  for  the  purpose 
of  targeting  outlier  payments. 

The  Secretary  will  comment  in  more  detail  once  the  Commis- 
sion's report  has  been  reviewed.  In  addition,  the  Secretary 
believes  that  the  proposed  change  in  outlier  payment  will 
serve  to  improve  payments  for  burn  outliers. 

ProPAC ' s  Comment 

As  required  by  OBRA  1987,  the  Commission  has  submitted  its 
report  to  Congress  and  the  Secretary  on  the  alternative 
payment  methods  for  burn  outlier  cases.  Of  the  alternative 
outlier  payment  policy  options  considered,  the  option  that 
pays  on  the  basis  of  cost  only  (that  is,  no  day  outlier 
payments)  is  the  best  in  terms  of  reducing  average  losses  for 
burn  outlier  cases.  This  option  also  reduces  the  discrepancy 
between  payments  and  costs  between  hospitals  with  specialized 
burn  care  services  and  other  PPS  hospitals.  Further,  it 
brings  the  relationship  between  payments  and  costs  for  burn 
outlier  cases  closer  to  the  average  for  all  DRGs. 

Final  Action 

The  Secretary  believes  that  the  changes  in  outlier  payment 
policy  will  improve  payments  for  burn  outliers.  However,  the 
Secretary  continues  to  believe  that  it  is  inappropriate  to 
create  a  new  class  of  hospitals  for  the  purpose  of  targeting 
outlier  payments.  However,  the  Secretary  will  comment  in 
greater  detail  once  the  Commission's  report  has  been  review- 
ed. 
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PAYMENT  FOR  OUTLIER  CASES 

ProPAC  Recommendation  18:     Outlier  Payment  Policy 

The  Secretary  should  modify  outlier  payment  policy  to  protect 
hospitals  more  adequately  from  the  risk  of  extremely  costly 
cases.  Hospital-specific  cost-to-charge  ratios  should 
replace  a  national  cost-to-charge  ratio  for  calculating  cost 
outlier  payments.  Greater  emphasis  should  be  placed  on  costs 
rather  than  length  of  stay  for  determining  outlier  payments. 
As  an  interim  step  toward  emphasizing  costs,  the  Secretary 
should  move  from  day  outlier  precedence  to  paying  the  greater 
of  day  and  cost  outlier  payments.  Furthermore,  the  Secretary 
should  adjust  threshold  levels  so  that  40  to  50  percent  of 
outlier  payments  are  paid  as  cost  outliers. 

The  Commission  urges  the  Secretary  to  increase  outlier 
contributions  to  the  maximum  of  6  percent  of  total  projected 
payments  allowed  under  the  statute.  A  correction  should  be 
made  in  the  following  year's  payments  if  the  amount  paid  for 
outliers  is  different  from  the  amount  set  aside.  If 
necessary,  the  Secretary  should  seek  statutory  change  for 
these  initial  improvements  while  continuing  analysis  to 
refine  outlier  payment  policy.  Further  analysis  should  also 
include  consideration  of  an  increase  above  the  6  percent  set- 
aside  amount  allowed  under  the  statute. 

Secretary's  Response 

The  Secretary  proposed  modifying  outlier  payment  policy  in 
a  manner  similar  to  ProPAC s  recommendation.  For  dual 
outliers,  i.e.,  those  day  outlier  cases  that  have  adjusted 
charges  exceeding  the  cost  threshold,  payments  would  be  equal 
to  the  greater  of  60  percent  of  the  per  diem  Federal  rate  for 
each  day  above  the  length  of  stay  threshold  or  80  percent  of 
the  difference  between  adjusted  charges  and  the  cost  thres- 
hold. In  addition,  hospital-specific  cost-to-charge  ratios 
would  be  used  to  adjust  charges  for  the  purpose  of  computing 
cost  outlier  payments.  The  Secretary  proposed  to  adjust  the 
thresholds  so  that  60  percent  of  outlier  payments  are  for 
cost  outliers. 

The  Secretary  proposes  to  continue  to  set  the  outlier 
thresholds  so  as  to  result  in  estimated  outlier  payments 
equal  to  five  percent  of  total  PPS  payments.  The  Secretary 
believes  that  with  the  changes  in  outlier  payment  policy 
proposed  it  is  better  to  maintain  a  five  percent  outlier  pool 
because  it  allows  proportionally  greater  payment  for  the 
typical  case.   The  outlier  reduction  factors  are  0.944  6  for 
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urban  areas  and  0.9781  for  rural  areas.  These  adjustments 
are  built  into  the  standardized  amounts. 

The  Secretary  requested  comments  on  whether  different  urban 
and  rural  thresholds  should  be  established. 

ProPAC's  Comment 

The  Commission  is  pleased  that  the  Secretary  is  proposing  to 
adopt  most  of  the  changes  in  outlier  payment  policy  that  were 
recommended  by  ProPAC  in  its  March  1988  report.  The  Commis- 
sion believes  these  changes  will  reflect  more  accurately  the 
resources  hospitals  use  to  treat  extraordinarily  expensive 
cases.  We  are  concerned,  however,  that  the  proposed  set- 
aside  amount  of  5  percent  for  outlier  payments  is  inadequate, 
and  should  be  increased  to  6  percent,  which  is  the  maximum 
allowed  by  statute.  We  also  believe  that  the  Secretary's 
proposed  changes  place  too  great  an  emphasis  on  cost  outlier 
payments . 

Final  Action 

The  Secretary  adopted  an  outlier  policy  similar  to  that 
described  in  the  proposed  rule.  For  dual  outliers,  i.e., 
those  day  outlier  cases  that  have  adjusted  charges  exceeding 
the  cost  threshold,  payments  will  equal  to  the  greater  of  60 
percent  of  the  per  diem  Federal  rate  for  each  day  above  the 
length  of  stay  threshold  or  75  percent  of  the  difference 
between  adjusted  charges  and  the  cost  threshold.  In  addi- 
tion, hospital-specific  cost-to-charge  ratios  will  be  used 
to  adjust  charges  for  the  purpose  of  computing  cost  outlier 
payments . 

The  Secretary  set  the  outlier  thresholds  so  as  to  result  in 
estimated  outlier  payments  equal  to  5.1  percent  of  total  PPS 
payments.  The  Secretary  expects  that  over  85  percent  of 
outlier  payments  in  fiscal  year  1989  will  be  for  day  out- 
liers, and  about  15  percent  will  be  for  cost  outliers. 
However,  a  percent  of  day  outliers  will  be  paid  using  the 
cost  methodology.  Specifically,  27  percent  of  payments  will 
be  for  day  outliers  only,  18  percent  will  be  for  dual 
outliers  paid  as  day  outliers,  40  percent  will  be  for  dual 
outliers  paid  as  cost  outliers,  and  15  percent  will  be  for 
cost  outliers  only.  As  a  result,  nearly  55  percent  of 
outlier  payments  will  be  based  on  the  cost  methodology  and 
45  percent  on  the  day  methodology. 

The  outlier  reduction  factors  are  0.9437  for  urban  areas  and 
0.9777  for  rural  areas.  These  adjustments  are  built  into  the 
standardized  amounts. 
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OTHER  PROVISIONS  CONTAINED  IN  THE  PROPOSED  RULE 
1.     Reclassification  of  DRGs 

A.  MDC  3;  Diseases  and  Disorders  of  the  Ear,  Nose  and 
Throat — The  Secretary  proposed  to  restructure  MDC  3  and  MDC 
6  (Digestive  System) .  All  mouth-related  diagnoses  and 
procedures  would  be  removed  from  MDC  6  and  added  to  MDC  3 , 
which  would  now  be  titled  "Diseases  and  Disorders  of  the  Ear, 
Nose,  Mouth  and  Throat." 

B.  MDC  7,  Diseases  and  Disorders  of  the  Hepatobiliary 
System  and  Pancreas — The  Secretary  proposed  a  reclassifica- 
tion of  MDC  7 .  For  operating  room  procedures  performed  on 
the  biliary  tract,  procedures  would  first  be  differentiated 
based  on  whether  a  total  cholecystectomy,  with  or  without 
common  bile  duct  exploration,  was  the  only  procedure  per- 
formed, or  whether  some  other  biliary  tract  procedures  was 
also  performed. 

C.  Surgical  Hierarchies — The  Secretary  proposed  to 
revise  the  surgical  hierarchy  for  MDCs  3,  5,   6,  and  8. 

ProPAC ' s  Comment 

We  generally  agree  with  the  Secretary's  plans  to  modify  DRG 
classification  in  MDCs  3  and  7.  We  have  not  done  extensive 
analysis  to  replicate  the  effects  of  the  proposed  changes, 
but  it  appears  to  us  that  they  will  alleviate  a  number  of 
payment  problems  and  result  in  greater  clinical  homogeneity. 
We  particularly  agree  with  the  principle  of  maintaining  a 
flexible  system  that  allows  for  this  kind  of  annual  revision 
as  it  is  needed. 

We  believe  these  changes  will  eliminate  a  number  of  problems 
that  result  from  the  complicated  coding  rules  for  malignan- 
cies. We  also  agree  with  HCFA's  plans  to  move  mouth  and 
dental  diagnoses  and  procedures  to  MDC  3  (Diseases  and 
Disorders  of  the  Ear,  Nose,  and  Throat) .  Previous  ProPAC 
work  on  surgical  hierarchies  had  similarly  suggested  this 
move,  primarily  for  reasons  of  clinical  homogeneity  (See 
"Updating  the  Surgical  Hierarchies  and  the  List  of  Operating 
Room  Procedures,"  in  the  Technical  Appendixes  to  ProPAC 's 
April  1987  Report) . 

Final  Action 

No  change. 
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2.     Other  Issues 


The  Secretary  examined  placement  of  cochlear  implants  in  DRG 
49  (Major  Head  and  Neck  Procedure)  and  found  no  compelling 
reason  to  create  a  new  DRG  for  this  procedure.  In  addition, 
the  Secretary  considered  issues  related  to  payment  for  tissue 
plasminogen  activator  (TPA) .  The  Secretary  decided  that,  at 
this  point,  TPA  should  not  be  singled  out  for  special 
treatment.  The  Secretary  believes  the  update  factor, 
combined  with  continuing  improvements  in  hospital  efficiency, 
are  adequate  to  finance  appropriate  care  of  Medicare  pa- 
tients . 

ProPAC 1 s  Comment 

The  Commission  is  pleased  to  see  that,  despite  rejection  of 
the  recommendation,  HCFA  has  evaluated  the  placement  of 
cochlear  implant  cases  in  DRG  49.  The  Commission  agrees  that 
the  number  of  patients  receiving  either  single-channel  or 
multi-channel  devices  is  small.  However,  the  Secretary  did 
not  provide  sufficient  information  for  us  to  understand  why 
HCFA's  findings  differ  from  those  of  other  groups.  ProPAC 
intends  to  conduct  its  own  analysis  of  costs  and  payments  for 
cochlear  implant  cases  and  will  report  its  findings  to  the 
Secretary. 

The  Commission  agrees  with  the  Secretary's  position  on  TPA. 
Final  Action 
No  change. 

3.     Hospital  Wage  Index 

The  Secretary  proposed  using  the  same  methodology  to  compute 
the  wage  index  for  use  in  fiscal  year  1989,  but  to  base  it 
solely  on  1984  wage  data.  In  addition,  the  Secretary 
proposed  to  reclassify  the  wage  data  for  rural  areas  con- 
sidered to  be  located  in  an  adjacent  MSA  as  if  the  hospital 
was  located  in  the  MSA  and  to  recompute  the  wage  index  values 
for  the  affected  MSAs  and  rural  areas. 

ProPAC 1 s  Comment 

While  the  Commission  supports  the  Secretary's  proposal  to  use 
more  recent  wage  data,  we  believe  that  there  have  been 
additional  changes  in  hospital  wages  since  1984  that  need  to 
be  reflected  in  the  area  wage  index.  The  wage  index  can  make 
a  large  difference  in  a  hospital's  prospective  payment  rate. 
As  the  Commission  recommended  in  its  April  1987  Report,  to 
improve   the   equity   of   PPS   payments,    the   Secretary  should 
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periodically  update  the  hospital  wage  information  used  to 
construct  the  index. 

In  addition,  the  updated  information  should  include  data  on 
wages  and  hours  of  employment  by  hospital  occupational 
categories.  These  data  should  be  analyzed  to  determine 
whether  an  adjustment  to  the  area  wage  index  is  needed  to 
account  for  the  impact  of  changes  in  occupational  mix  across 
labor  market  areas. 

Final  Action 

The  Secretary  did  not  change  the  methodology  or  data  used  to 
compute  the  wage  index  in  fiscal  year  1989.  The  index 
continues  to  be  based  on  a  blend  of  1982  and  1984  wage  data, 
although  some  of  the  data  have  been  corrected. 
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APPENDIX  D 


BIOGRAPHICAL  SKETCHES  OF  COMMISSIONERS 


Stuart  H.  Altman,  Chairman 

Stuart  H.  Altman,  dean  of  the  Florence  Heller  Graduate  School 
for  Social  Policy,  Brandeis  University,  and  Sol  C.  Chaikin 
Professor  of  National  Health  Policy,  is  an  economist  whose 
research  interests  are  primarily  in  the  area  of  Federal 
health  policy.  He  has  been  at  Brandeis  since  1977.  Between 
1971  and  1976,  Dean  Altman  was  deputy  assistant  secretary  for 
planning  and  evaluation/health  at  the  Department  of  Health, 
Education  and  Welfare  (now  the  Department  of  Health  and  Human 
Services) .  In  that  position,  he  was  one  of  the  primary  con- 
tributors to  the  development  and  advancement  of  the  National 
Health  Insurance  proposal.  From  1973  to  1974,  he  also  served 
as  the  deputy  director  for  health  of  the  President's  Cost  of 
Living  Council,  where  he  was  responsible  for  developing  the 
council's  program  on  health  care  cost-containment.  Formerly, 
Dean  Altman  taught  at  Brown  University  and  at  the  University 
of  California  (Berkeley) .  He  is  a  member  of  the  Institute 
of  Medicine  of  the  National  Academy  of  Sciences  and  former 
member  of  its  governing  council;  on  the  board  of  Beth  Israel 
Hospital  (Boston) ;  chairman  of  the  board  of  the  Health  Policy 
Center  at  Brandeis;  and  president  of  the  National  Foundation 
for  Health  Services  Research.  He  is  a  past  president  of  the 
National  Association  for  Health  Services  Research  and  former 
board  member  of  the  Robert  Wood  Johnson  Clinical  Scholars 
Program.  Dean  Altman  also  served  on  the  President's  Commis- 
sion for  a  National  Agenda  for  the  Eighties.  A  member  of 
several  editorial  boards,  he  has  published  extensively  on 
various  aspects  of  health  care  and  public  policy.  His 
publications  include:  the  Arthur  Weissman  Memorial  Lecture, 
"Will  the  Medicare  Prospective  Payment  System  Succeed? 
Technical  Adjustments  Can  Make  the  Difference";  Federal 
Health  Policy:  Problems  and  Prospects,  with  Harvey  M.  Sapol- 
sky;  Ambulatory  Care:  Problems  of  Cost  and  Access,  with 
Joanna  Lion  and  Judith  LaVor  Williams;  "Financing  Hospital 
Care:  An  Uncertain  Future,"  Journal  of  Health  Administration 
and  Education,  Winter,  Vol.  3,  No.  1,  1985;  "The  Impact  of 
Cost  Shifting  on  the  Health  Care  System,"  in  Health  Care 
Commentary ,  Health  Insurance  Association  of  America;  and  "The 
Growing  Physician  Surplus:  Will  It  Bankrupt  or  Benefit  the 
U.S.  Health  System?"  in  In  Search  of  a  Public  Policy,  edited 
by  Eli  Ginzberg  and  Miriam  Ostow.  Dean  Altman  received  both 
an  M.S.  and  a  Ph.D.  in  economics  from  the  University  of 
California   (Los  Angeles) . 


Harold  A.  Cohen 


Harold  A.  Cohen  is  a  health  services  consultant  and  a 
lecturer  in  the  Department  of  Health  Care  Organization  of 
The  Johns  Hopkins  University.  He  has  been  with  the  univer- 
sity since  1972.  From  1972  to  1987,  he  was  the  executive 
director  of  the  Health  Services  Cost  Review  Commission  of 
the  state  of  Maryland.  Before  that,  he  was  on  the  economics 
faculty  of  the  University  of  Georgia.  Dr.  Cohen  has  been  a 
leader  in  the  development  and  administration  of  state-level 
cost  review  and  rate-setting  efforts.  He  is  a  member  of  the 
American  Economic  Association,  the  Southern  Economic  Associa- 
tion, the  Western  Economic  Association,  the  American  Public 
Health  Association,  and  the  Health  Economic  Research  Or- 
ganization. Dr.  Cohen  is  the  author  of  numerous  professional 
publications,  including  "The  Financing  of  Coronary  Artery 
Bypass  Surgery,"  Circulation,  November  1982;  "Case  Mix  and 
Regulation,"  in  Topics  in  Health  Care  Financing;;  Diagnostic 
Related  Groups,  Summer  1982;  "Evaluating  the  Cost  of  Technol- 
ogy," in  Health  Care  in  the  1980s,  1979;  "Controlling 
Medicaid  Expenditures  by  General  Price  Controls,"  in  The 
Medicaid  Crisis;  What  States  Can  Do  in  the  1980s,  1982;  and 
"A  Model  for  Resolving  Planning  Rate  Setting  Conflict,"  with 
Carl  J.  Schramm,  Ph.D.,  L.D.,  in  A  New  Approach  to  the 
Economics  of  Health  Care,  1982.  He  holds  an  M.A.  and  a 
Ph.D.  in  economics  from  Cornell  University,  and  received  a 
bachelor's  degree  from  Harpur  College  (now  the  State  Univer- 
sity of  New  York  at  Binghamton) . 


Curtis  C.  Erickson 

Curtis  C.  Erickson  is  president  and  chief  executive  officer 
of  Great  Plains  Health  Alliance,  Inc.,  a  post  he  has  held 
since  1959.  He  was  that  organization's  assistant  director 
from  1955  to  1959.  Having  served  the  American  Hospital 
Association  (AHA)  in  many  capacities,  he  became  chairman  of 
Regional  Advisory  Board  6  and  a  trustee  in  1987.  He  has  also 
chaired  AHA's  advisory  panel  to  the  Center  for  Small  or  Rural 
Hospitals  and  has  been  a  member  of  the  Council  on  Management, 
the  Council  on  Federal  Relations,  and  a  representative  to  the 
House  of  Delegates.  President  of  the  Lutheran  Hospital 
Association  of  America  from  1974  to  1975,  Mr.  Erickson  was 
also  on  the  board  of  trustees  from  1972  to  1982.  He  was 
president  of  the  Kansas  Hospital  Association  from  1965  to 
1966,  a  member  of  the  board  of  governors  of  the  Healthcare 
Stabilization  Fund  for  the  Kansas  Department  of  Insurance, 
and  past  district  governor  of  Rotary  International.  From 
1983  to  1986,  Mr.  Erickson  served  on  the  Robert  Wood  Johnson 
Foundation's  National  Advisory  Committee  for  the  Rural 
Hospital  Program  of  Extended  Care  Services.    Mr.  Erickson  is 
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a  member  of  the  American  College  of  Healthcare  Executives. 
From  1951  to  1955,  he  served  in  the  U.S.  Air  Force.  He 
received  a  B.S.  in  business  administration  from  Fort  Hays 
Kansas  State  University  in  1951. 


William  D.  Fullerton 

William  D.  Fullerton  is  an  adjunct  associate  professor  in 
the  School  of  Medicine,  University  of  North  Carolina  at 
Chapel  Hill.  From  1978  to  1984,  he  was  principal  and 
president  of  Health  Policy  Alternatives,  Inc.,  where  he  is 
now  a  part-time  consultant.  The  first  deputy  administrator 
of  the  Health  Care  Financing  Administration  (1977-78) ,  Mr. 
Fullerton  was  also  a  special  consultant  to  the  Secretary  of 
the  Department  of  Health,  Education  and  Welfare.  He  served 
as  chief  of  the  professional  health  staff,  Committee  on  Ways 
and  Means,  U.S.  House  of  Representatives,  from  1970  to  1976. 
Mr.  Fullerton  was  the  first  executive  secretary  of  the  Health 
Insurance  Benefits  Advisory  Council  in  1965-66.  Before  that, 
he  held  various  positions  in  the  Social  Security  Administra- 
tion. He  is  a  member  of  the  Institute  of  Medicine  of  the 
National  Academy  of  Sciences.  Mr.  Fullerton  received  a  B.A. 
from  the  University  of  Rochester. 


B.  Kristine  Johnson 

B.  Kristine  Johnson  is  vice  president,  corporate  affairs  and 
planning  and  is  a  member  of  the  senior  management  council  of 
Medtronic,  Inc.  Joining  the  company  in  1982  as  director  of 
public  affairs,  she  subsequently  served  as  vice  president, 
public  affairs  and  vice  president,  U.S.  national  accounts/cu- 
stomer marketing.  She  assumed  her  post  in  1987.  Prior  to 
that,  Ms.  Johnson  was  an  executive  of  Cargill,  Inc.  She  is 
a  former  chair  of  the  health  care  financing  committee  and 
government  affairs  section  of  the  Health  Industry  Manufac- 
turers Association  (HIMA) .  A  member  of  the  University  of 
Minnesota  Hospital  board,  Ms.  Johnson  chairs  its  planning  and 
development  committee  and  serves  on  its  strategic  planning 
committee.  She  received  a  B.A.  from  Saint  Olaf  College  and 
served  on  the  college's  board  of  regents  from  1973  to  1986. 


Sheldon  S.  King 

Sheldon  S.  King  is  president  of  Stanford  University  Hospital 
and  a  clinical  associate  professor  in  the  Department  of 
Community,  Family,  and  Preventive  Medicine  at  Stanford's 
School  of  Medicine.  From  1981  to  1985,  he  served  simul- 
taneously as  the  hospital's  executive  vice  president  and 
director   as   well    as   the   medical    school's   associate  vice 
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president  for  medical  affairs.  Mr.  King  was  also  director  of 
hospitals  and  clinics,  University  Hospital,  University  of 
California  Medical  Center,  from  1972  to  1981.  He  was 
executive  director  of  the  Albert  Einstein  College  of  Medicine 
from  1968  to  1972,  and  held  various  positions  at  Mount  Sinai 
Hospital  from  1957  to  1968.  Mr.  King  was  chairman  of  the 
administrative  board  of  the  Council  of  Teaching  Hospitals  of 
the  Association  of  American  Medical  Colleges.  Besides 
serving  in  the  House  of  Delegates  of  the  American  Hospital 
Association,  he  is  chairman  of  the  advisory  board  of  the 
American  Board  of  Internal  Medicine.  Mr.  King  is  a  Fellow 
of  the  American  College  of  Health  Care  Executives,  the 
American  Public  Health  Association,  and  the  Royal  Society  of 
Health.  His  publications  include  the  "Impact  of  Competition 
and  Cost  Containment  in  the  University  Hospital,"  American 
Journal  of  Cardiology,  August  1985.  He  is  a  member  of  the 
Institute  of  Medicine  of  the  National  Academy  of  Sciences. 
Mr.  King  received  an  A.B.  from  New  York  University  and  an 
M.S.   from  Yale  University. 


Barbara  J.  McNeil 

Barbara  J.  McNeil  is  head  of  the  Department  of  Health  Care 
Policy  at  Harvard  Medical  School.  She  is  professor  of 
radiology  and  health  care  policy,  Harvard  Medical  School. 
She  is  also  director  of  the  Center  for  Cost-Ef fective  Care, 
Brigham  and  Women's  Hospital,  and  deputy  director  for 
Residency  Training,  Joint  Program  in  Nuclear  Medicine, 
Harvard  Affiliated  Hospitals.  Dr.  McNeil  is  a  member  of  the 
Harvard-MIT  Division  of  Health  Sciences  and  Technology.  Her 
professional  and  advisory  activities  are  extensive.  Dr. 
McNeil  is  a  member  of  the  joint  committee  of  the  American 
College  of  Radiology,  the  Association  of  University  Radiolog- 
ists, and  the  Society  of  Chairmen  of  Academic  Radiology.  She 
is  also  a  member  of  the  Fleischner  Society,  the  Institute  of 
Medicine  of  the  National  Academy  of  Sciences,  and  the 
National  Council  on  Radiation  Protection  and  Measurements. 
She  serves  on  the  American  College  of  Radiology's  committees 
on  nuclear  radiology  and  on  quality  assurance  and  efficacy. 
Formerly,  Dr.  McNeil  was  on  the  board  of  the  Association  for 
Health  Services  Research,  the  policy  council  of  the  Associa- 
tion for  Public  Policy  Analysis  and  Management,  and  a  member 
of  the  National  Council  on  Health  Care  Technology.  She  has 
written  five  books  and  more  than  150  professional  articles 
and  reports.  Dr.  McNeil  has  an  A.B.  in  chemistry  from 
Emmanuel  College,  an  M.D.  from  Harvard  Medical  School,  and 
a  Ph.D.  in  biological  chemistry  from  Harvard  University. 
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Kathryn  M.  Mershon 

Kathryn  M.  Mershon  is  vice  president,  nursing,  at  Humana, 
Inc.,  a  position  she  has  held  since  1980.  She  holds  an 
adjunct  assistant  professorship  of  nursing  at  Spalding 
University.  From  1971  to  1980,  Ms.  Mershon  was  associate 
executive  director-nursing  at  St.  Joseph  Infirmary  (now 
Humana  Hospital  Audubon)  in  Louisville,  Kentucky.  Before 
that,  she  was  a  clinical  nursing  specialist  at  St.  Joseph 
Infirmary,  clinical  instructor  at  St.  Francis  Xavier  Hospi- 
tal School  of  Nursing,  and  a  staff  nurse.  She  has  a  dis- 
tinguished list  of  professional  and  community  activities, 
including  board  of  governors  of  the  Federation  of  American 
Health  Systems,  board  member  of  the  National  League  for 
Nursing,  and  editorial  review  board  of  Nursing  &  Health  Care. 
She  is  a  former  trustee  of  Spalding  University  and  member  of 
the  advisory  board  of  the  University  of  Louisville's  School 
of  Nursing.  She  also  served  on  the  Louisville  Board  of 
Health  and  on  the  board  of  governors  of  Louisville  General 
Hospital.  She  has  made  numerous  public  presentations  on  a 
variety  of  nursing-related  issues.  Her  recent  publications 
include:  "Some  Myths  Pertaining  to  For-Profit  Health  Care," 
Nursing  Economics,  September/October  1986,  and  "Nurses  and 
the  Health  Cost  Crisis:  A  Strategic  Approach  to  the  Chal- 
lenge," Orthopaedic  Nursing.  January/February  1985.  Ms. 
Mershon  received  a  B.S.  in  nursing  from  Spalding  University 
and  an  M.S.   in  nursing  from  St.  Louis  University. 


James  J.  Mongan 

James  J.  Mongan  is  the  executive  director  of  the  Truman 
Medical  Center,  Kansas  City,  Missouri,  and  dean  of  the 
University  of  Missouri-Kansas  City  School  of  Medicine.  He 
holds  professorships  in  the  School  of  Medicine  and  the  School 
of  Business  and  Public  Administration  at  the  University  of 
Missouri-Kansas  City.  From  1979  to  1981,  he  was  the  as- 
sociate director  for  health  and  human  resources,  Domestic 
Policy  Staff,  the  White  House.  Dr.  Mongan  served  as  deputy 
assistant  secretary  for  health  policy  at  the  Department  of 
Health,  Education  and  Welfare  from  1977  to  1979,  and  was  the 
Secretary's  special  assistant  for  National  Health  Insurance. 
For  seven  years  before  that,  he  was  a  professional  staff 
member  of  the  Committee  on  Finance,  U.S.  Senate.  Dr.  Mongan 
is  a  member  of  the  board  of  trustees  of  the  American  Hospital 
Association  and  a  member  of  the  House  of  Delegates.  He  is 
on  the  board  of  the  Council  of  Teaching  Hospitals  of  the 
American  Association  of  Medical  Colleges  and  a  member  of  the 
advisory  committee  for  the  Robert  Wood  Johnson  Foundation's 
Program  for  Prepaid  Managed  Health  Care.  Dr.  Mongan  received 
his  A.B.  and  M.D.   from  Stanford  University. 
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Eric  Munoz 


Eric  Munoz,  an  academic  surgeon,  is  the  Medical  Director  of 
the  Hospital  of  the  University  of  Medicine  and  Dentistry  of 
New  Jersey  (UMDNJ) ,  Newark,  N.J.,  Associate  Dean  for  Clini- 
cal Affairs,  and  Associate  Professor  of  Surgery  at  the  New 
Jersey  Medical  School.  He  was  head  of  the  research  division 
of  the  department  of  surgery  at  the  Long  Island  Jewish- 
Hillside  Medical  Center  from  1983-1988.  He  has  been  on  the 
surgical  faculty  at  the  State  University  of  New  York  at  Stony 
Brook.  He  has  been  an  instructor  at  the  Yale  University 
School  of  Medicine  and  New  York  Medical  College.  Dr.  Munoz 
is  nationally  recognized  for  his  research  on  the  DRG  payment 
mechanism,  which  has  focused  on  the  higher  costs  of  emergency 
hospital  admissions.  He  is  also  a  specialist  on  problems  of 
health  care  delivery  to  the  poor.  Dr.  Munoz  was  president 
of  the  American  Association  of  Puerto  Rican  Scientists  and 
served  on  the  board  of  that  organization.  His  other  numerous 
professional  affiliations  include  Fellow  of  the  American 
College  of  Surgeons,  the  Association  for  Academic  Surgery, 
and  the  International  Health  Economics  and  Management 
Institute.  He  is  certified  by  the  American  Board  of  Surgery. 
Dr.  Munoz  has  published  more  than  3  0  articles  on  health  care 
costs.  He  received  a  B.A.  in  psychology  from  the  University 
of  Virginia,  an  M.D.  from  the  Albert  Einstein  College  of 
Medicine,  and  an  M.B.A.  in  finance  and  economics  from 
Columbia  University.  Dr.  Munoz  trained  in  general  and 
peripheral  vascular  surgery  at  Yale  University. 


John  C.  Nelson 

John  C.  Nelson  is  a  practicing  obstetrician  and  gynecologist 
in  Salt  Lake  City,  Utah.  He  has  been  involved  in  cost- 
containment  efforts  at  local  and  state  levels  and  is  active 
in  the  American  Cancer  Society  as  well  as  numerous  other 
medical  and  civic  efforts.  A  member  of  the  American  Medical 
Association,  Dr.  Nelson  is  the  delegate  from  Utah  and  serves 
on  the  work  group  on  evaluation,  assessment,  and  control — 
Health  Policy  Agenda  for  the  American  People.  He  is  a 
delegate  to  the  Utah  State  Medical  Association  House  of 
Delegates,  and  serves  on  the  editorial  board  of  the  Utah 
Medical  Bulletin  as  well  as  on  the  board  of  the  Utah  Health 
Cost  Management  Foundation.  Dr.  Nelson  is  also  a  member  of 
the  board  of  the  Utah  Professional  Review  Organization  and 
the  governor's  Select  Advisory  Committee  on  Child  Abuse  and 
Neglect.  He  is  former  director  of  cost-containment  for  Blue 
Cross/Blue  Shield  of  Utah.  Dr.  Nelson  took  his  internship 
at  the  Providence  Hospital  in  Portland,  Oregon,  and  a 
residency  with  the  Department  of  Obstetrics  and  Gynecology 
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at  the  University  of  Utah.  He  is  board-certified  by  the 
American  Board  of  Obstetrics  and  Gynecology,  and  a  Fellow  of 
the  American  College  of  Obstetrics  and  Gynecology.  He 
received  his  bachelor's  degree  in  zoology  from  Utah  State 
University  and  his  M.D.   from  the  Utah  College  of  Medicine. 


Leonard  D.  Schaeffer 

Leonard  D.  Schaeffer  is  president  and  chief  executive  officer 
of  Blue  Cross  of  California.  He  came  to  Blue  Cross  from  his 
position  as  president  of  Group  Health,  Inc.  Mr.  Schaeffer 
was  formerly  executive  vice  president  and  chief  operating 
officer  of  the  Student  Loan  Marketing  Association.  He  served 
as  administrator  of  the  Health  Care  Financing  Administration, 
Department  of  Health  and  Human  Services,  and  as  assistant 
secretary  for  management  and  budget  in  the  Department  of 
Health,  Education  and  Welfare.  Before  that,  Mr.  Schaeffer 
was  vice  president  of  Citibank,  N.A.  He  has  held  various 
positions  with  the  state  of  Illinois,  including  director  of 
the  Bureau  of  Budget,  head  of  the  State  Planning  Office, 
chairman  of  the  Illinois  Capital  Development  Board,  and 
deputy  director  for  management,  Illinois  Department  of  Mental 
Health  and  Developmental  Disabilities.  He  was  previously 
vice  president  of  a  private  investment  banking  firm,  and  a 
consultant  for  Arthur  Anderson  &  Company.  A  Kellogg  Fellow, 
Mr.  Schaeffer  was  also  on  the  executive  committee  of  both  the 
National  Cooperative  Business  Association  and  the  Minnesota 
Coalition  on  Health  Care  Costs.  He  was  graduated  from 
Princeton  University. 


Bert  Seidman 

Bert  Seidman  has  been  the  director  of  the  Department  of 
Occupational  Safety,  Health  and  Social  Security  of  the 
AFL-CIO,  Washington,  D.C.,  since  1983.  From  1962  to  1966, 
he  was  the  AFL-CIO  European  economic  representative  stationed 
in  Paris  and  then  in  Geneva.  Before  that,  he  served  for  14 
years  as  an  economist  in  the  research  department  of  the  AFL 
and  the  AFL-CIO.  In  1966,  he  became  director  of  the  AFL-CIO 
Social  Security  Department.  He  was  a  member  of  the  U.S.  lab- 
or delegation  to  the  annual  conference  of  the  International 
Labor  Organization  (ILO)  from  1958  to  1976  and,  from  1972  to 
1975,  was  a  member  of  the  ILO  governing  body.  In  1973  and 
1974,  he  was  the  U.S.  worker  delegate  to  the  ILO  conference. 
He  has  served  on  numerous  committees,  including  the  Federal 
Advisory  Council  on  Employment  Security,  the  Advisory  Council 
on  Health  Insurance  for  the  Disabled,  the  Task  Force  on 
Medicaid  and  Related  Programs,  the  Advisory  Council  on  Social 
Security,  the  Federal  Hospital  Council,  the  Health  Insurance 
Benefits  Advisory  Council,  the  Blue  Cross  Advisory  Committee, 
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the  1981  White  House  Conference  on  Aging  (the  Advisory 
Committee  and  chairman  of  the  Technical  Committee  on  Retire- 
ment Income) ,  and  the  Brookings  Institution  Advisory  Panel 
on  Long-term  Care.  At  present,  he  is  a  member  of  the  Dunlop 
Group  of  Six,  the  Managed  Health  Care  Council  National 
Advisory  Committee  to  the  Robert  Wood  Johnson  Foundation  on 
Community  Programs  for  Affordable  Health  Care,  the  Advisory 
Council  on  Employee  Welfare  and  Pension  Benefit  Plans,  and 
the  Wellness  Council  of  America.  He  is  on  the  board  of  the 
National  Council  of  Senior  Citizens  and  the  National  Council 
on  Aging,  and  is  a  vice  president  of  the  National  Consumers 
League . 


Jack  K.  Shelton 

Jack  K.  Shelton  is  manager  of  the  Employee  Insurance  Depar- 
tment of  the  Ford  Motor  Company,  which  he  joined  in  1956. 
He  is  responsible  for  the  financial  control  and  analysis  of 
nearly  all  employee  benefit  plans.  In  this  capacity,  he 
participates  in  union  negotiations,  relations  with  insurance 
carriers,  and  financial  control  of  company-administered 
plans.  He  also  reviews  changes  in  wage  and  benefit  programs 
for  foreign  subsidiaries.  Mr.  Shelton  is  actively  involved 
in  a  number  of  local  and  national  health  care  organizations, 
serving  as  a  director  of  Blue  Cross  and  Blue  Shield  of 
Michigan,  and  the  Washington  Business  Group  on  Health.  In 
1985,  he  was  a  member  of  an  Office  of  Technology  Assessment 
Advisory  Panel  on  Alternative  Physician  Payments  for  Medicare 
and  chairman  of  the  Employer  Prospective  Payment  Advisory 
Commission  for  the  Washington  Business  Group  on  Health.  He 
is  past  chairman  of  the  National  Industry  Council  on  HMO 
Development,  the  Michigan  Health  Economics  Coalition,  the 
Michigan  Hospital  Capacity  Reduction  Corporation,  and  the 
Health  Alliance  Plan  (Michigan's  largest  HMO).  He  also 
served  as  a  director  of  the  National  Fund  for  Medical 
Education,  Delta  Dental  Plan  of  Michigan,  and  the  Statewide 
Health  Coordinating  Council  of  Michigan.  Mr.  Shelton 
received  his  B.S.  and  M.S.  degrees  in  industrial  psychology 
from  Oklahoma  State  University. 


J.B.  Silvers 

J.B.  Silvers  is  co-director  of  the  Health  Systems  Management 
Center  of  Case  Western  Reserve  University.  He  is  also  the 
William  M.  and  Elizabeth  C.  Treuhaft  Professor  at  the 
university's  Weatherhead  School  of  Management  and  the  School 
of  Medicine.  Before  joining  Case  Western  Reserve,  Dr. 
Silvers  was  a  faculty  member  at  Indiana,  Harvard,  and 
Stanford.  Dr.  Silvers  currently  serves  the  U.S.  Department 
of  Health  and  Human  Services  as  a  member  of  the  Secretary's 
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Commission  on  Nursing  and  as  a  member  of  the  Health  Care 
Technology  Study  Section  of  the  National  Center  for  Health 
Services  Research.  During  1983-84,  he  chaired  the  Governor's 
Commission  on  Ohio  Health  Care  Costs.  He  has  written 
extensively  in  the  field  of  health  care  and  hospital  finance. 
He  also  serves  as  a  consultant  or  adviser  to  numerous  private 
organizations.  Dr.  Silvers  received  a  Ph.D.  from  Stanford 
University  and  M.S.  and  B.S.  degrees  from  Purdue  University. 


Bruce  C.  Vladeck 

Bruce  C.  Vladeck  is  president  of  the  United  Hospital  Fund  of 
New  York.  Immediately  before  joining  that  organization,  Dr. 
Vladeck  was  assistant  vice  president  of  the  Robert  Wood 
Johnson  Foundation.  From  1979  to  1982,  he  was  assistant 
commissioner  for  health  planning  and  resources  development 
of  the  New  Jersey  State  Department  of  Health.  In  that 
position,  he  was  director  of  the  State  Health  Planning  and 
Development  Agency,  where  he  oversaw  the  implementation  of 
New  Jersey's  all  payer,  DRG-based  hospital  prospective 
payment  system.  Dr.  Vladeck  taught  for  four  and  one-half 
years  at  Columbia  University,  and  has  served  on  the  adjunct 
faculty  of  Rutgers,  Princeton,  the  College  of  Medicine  and 
Dentistry  of  New  Jersey,  and  New  York  University.  He  is  the 
author  of  Unloving  Care;  The  Nursing  Home  Tragedy,  and  has 
written  numerous  articles  and  book  chapters  on  health  policy, 
health  care  finance,  and  health  politics.  He  is  a  member  of 
the  New  York  State  Council  of  Health  Care  Financing,  the 
Institute  of  Medicine  of  the  National  Academy  of  Sciences, 
and  various  national  advisory  committees  of  the  Robert  Wood 
Johnson  Foundation.  Dr.  Vladeck,  who  is  a  Fellow  of  the  New 
York  Academy  of  Medicine,  also  serves  on  the  board  of  the 
Association  for  Health  Services  Research.  He  received  his 
bachelor's  degree  in  government  from  Harvard  College,  and  his 
M.A.  and  Ph.D.  in  political  science  from  the  University  of 
Michigan. 


Sankey  V.  Williams 

Sankey  V.  Williams  is  director  of  The  Robert  Wood  Johnson 
Foundation  Clinical  Scholars  Program  at  the  University  of 
Pennsylvania.  He  also  serves  as  associate  professor  of 
medicine  at  the  Hospital  of  the  University  of  Pennsylvania 
and  associate  professor  of  health  care  systems  at  the 
university's  Wharton  School.  He  serves  as  associate  direc- 
tor for  medical  affairs  in  the  Wharton  School's  Leonard  Davis 
Institute  of  Health  Economics.  He  is  an  associate  in  the 
Clinical  Epidemiology  Unit  of  the  university  and  previously 
served  as  associate  director  for  clinical  research  at  the 
University  of  Pennsylvania's  Center  for  the  Study  of  Aging. 
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He  was  a  Henry  J.  Kaiser  Family  Foundation  Faculty  Scholar 
in  general  internal  medicine  from  1981  to  196.  Dr.  Williams 
currently  serves  on  the  editorial  boards  of  Medical  Decision 
Making  and  the  Journal  of  General  Internal  Medicine.  He  also 
serves  as  consultant  to  the  Annals  of  Internal  Medicine  for 
the  series,  "Diagnostic  Decisions."  Dr.  Williams,  who  is 
certified  by  the  American  Board  of  Internal  Medicine,  has 
published  and  lectured  widely  in  many  fields,  including 
medical  decision  making,  physician  behavior,  and  hospital 
case-mix  management.  Dr.  Williams  received  a  B.A.  from 
Princeton  University  and  an  M.D.  from  Harvard  Medical  School. 
He  completed  his  internship  and  residency  in  medicine  at  the 
Hospital  of  the  University  of  Pennsylvania  and  was  a  Robert 
Wood  Johnson  Foundation  Clinical  Scholar  at  the  university. 


D-10 


C(1S  LIBRARY 


3   6015   DDDL5357  3 


